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CONTINUATION OF DIRECT HOUSING LOANS AND 
GRANTING ADDITIONAL FUNDS THEREFOR 


THURSDAY, MARCH 12, 1953 


House oF REPRESENTATIVES, 
COMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C. 

The committee met, pursuant to call, at 10:10 a. m., in room 356, 
Old House Office Building, Hon. Edith Nourse Rogers, (chairman) 
presiding. 

The Cuatrman. I do not think I need to call the committee to 
order. They all seem to be in order. 

We are meeting this morning to consider four bills now before the 
committee which have as their purpose the extension, under title III 
of the Servicemen’s Readjustment Act of 1944, as amended, of the 
authority of the Administrator of Veterans’ Affairs over direct home 
and farmhouse loans up to and not exceeding $10,000 at 4 percent 
interest. 

The four bills pending before the committee are: H. R. 27, 634, 
2088, and 3052. 

Without objection, I will insert these four bills in the record at this 
point, as well as committee prints 10 and 11, which represent the 
views of the Veterans’ Administration on this legislation. 

The material referred to is as follows:) 


[H. R. 27, 88d Cong., 1st sess.] 


A BILL To extend to June 30, 1955, the direct home and farmhouse loan authority of the Administrator 
of Veterans’ Affairs under title IIL of the Servicemen’s Readjustment Act of 1944, as amended, to make 
additional funds available therefor, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That title III of the Servicemen’s Readjustment 
Act of 1944, as amended, is hereby amended as follows: (1) By striking out “June 
30, 1953” from clause (C) of section 512 (b) and inserting ‘‘June 30, 1955” in lieu 
thereof; (2) by striking out “June 30, 1953” from the first sentence of section 
513 (a) and inserting “June 30, 1955” in lieu thereof; (3) by striking out “June 
30, 1954” from the third sentence of section 513 (c) and inserting ‘June 30, 1956” 
in lieu thereof; and (4) by striking out ‘June 30, 1953” from the first sentence of 
section 513 (d) and inserting ‘‘June 30, 1955” in lieu thereof. 


[H. R. 634, 83d Cong., Ist sess.] 


A BILL To extend to June 30, 1955, the direct home and farmhouse loan authority of the Administrator of 
Veterans’ Affairs under title LII of the Servicemen’s Readjustment Act of 1944, as amended, to make 
additional funds available therefor, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That title III of the Servicemen’s Readjustment 
Act of 1944, as amended, is hereby amended as follows: 

(1) By striking out “June 30, 1953”’ from clause (C) of section 512 (b) and insert- 
ing ‘June 30, 1955” in lieu thereof; (2) by striking out ‘June 30, 1953’’ from the 
first sentence of section 513 (a) and inserting ‘June 30, 1955” in lieu thereof; 
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3) by striking out “June 30, 1954” from the third sentence of section 513 (c) and 
inserting “June 30, 1956” in lieu thereof; and (4) by striking out “June 30, 1953” 
from the first sentence of section 513 (d) and inserting “June 30, 1955” in lieu 
thereof. 


{H. R. 2088, 88d Cong., Ist sess.] 


A BILL To extend to June 30, 1955, the d » and farmhouse loan authority of the Administrator of 





Ve Affairs under title III of t I s Readjustment Act of 1944, as amended, to make 
additional funds available therefor, ther purposes 
Be it enacted by the Senate and House of Representatives of the United States of 
America Congress assembled, That title III of the Servicemen’s Readjustment 


Act of 1944, as amended, is hereby amenél 
“June 30. 1953” from clause C) of section 5 


in lieu thereof: (2) by striking out “June 3 


d as follows: (1) By striking out 
2 (b) and inserting “June 30, 1955’’ 
) 3”’ from the first sentence of 
section 513 (a) and inserting ‘‘ June 30, 1955” in lieu thereof; (3) by striking out 
*‘June 30, 1954” from the third sentence of section 513 (ce) and inserting ‘‘ June 30, 
1956 ll thereof: and 1 bv striking out ‘‘June 30, 1953” from the first 
section 513 (d) and inserting ‘‘ June 30, 1955” in lieu thereof. 





eu 
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sentence of 


A RILI expar nd extend t I ) the Direct Home and Farmhouse Loan Authority of the 
trat Vet ’ Affairs und tle IIL of the Servicemen’s Readjustment Act of 1944 
, and for other purposes 


as amended, to make additional funds available therefor 


Be t enacted b }] the Senate and House of Re pre sentatives of the United States of 
America in Congress assembled, That the Servicemen’s Readjustment Act of 1944, 
as amended, is hereby amended 

a) by striking out of clause (C) of section 512 (b) “June 30, 1953”’ and 

in lieu thereof ‘‘ June 30, 1955”; 
b) bv striking out of the first sentence of section 513 a “June 30, 1953” 
n lieu thereof ‘‘ June 30, 1955’: 
ing out of the first sentence of section 513 (a) ‘£$150,000,000”’ 
and inserting in lieu thereof ‘‘$650,000,000”:; and 
by striking out of the third sentence of section 513 (ec) “June 30, 1954” 
and inserting in lieu thereof “June 30, 1956” 





[No. 10] 
COMMITTEE ON VETERANS’ AFFAIRS, HouSE OF REPRESENTATIVES 


VETERANS’ ADMINISTRATION, 
Washington 5, D. C., March 6, 1958. 


NovursE RoOGERs, 


DITH 
"hairman, Committee on Veterans’ Affairs, 
Hove of Re presentatives, Washington 85, D. C 


Drar Mrs. Roarrs: Further reference is made to your request for a report on 
H. R. 3052, 83d Congress, a bill to expand and extend to June 30, 1955, the direct 
home and farmhouse loan authority of the Administrator of Veterans’ Affairs 
under title III of the Servicemen’s Readjustment Act of 1944, as amended, to 
make additional funds available therefor, and for other purposes. 

The purpose of this proposal is to amend sections 512 and 513 of the Service- 
men’s Readjustment Act of 1944, as amended, to extend from June 30, 1953, to 
June 30, 1955, the authority of the Administrator of Veterans’ Affairs to make 
direct home and farmhouse loans to eligible veterans. The bill would amend 
the first sentence of subsection 513 (a) by changing the basic amount which the 
Secretary of the Treasury is authorized and directed to make available to the 
Administrator for the direct-loan program from $150 million to $650 million. 
However, the supplemental authorization now contained in subsection 513 (d) 
for quarterly advancements until June 30, 1953, of $25 million (less amounts 
realized in preceding quarters from sales of loans) would not be further extended 
by the bill. 

A question arises as to the precise amount of the proposed additional authoriza- 
tion. The basic amount of $150 million specified in subsection 513 (a) which 
was established initially by Public Law 475, 8lst Congress, has remained un- 
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changed. However, under the provisions of subsection 513 (d) an additional 
sum of up to $125 million in quarterly allocations (less sales) was subsequently 
made available by Public Law 325, 82d Congress, and it is not entirely clear 
whether the bill would require that effect be given to such additional sum in deter- 
mining the net amount of the increased authorization. If it is intended that the 
amount of the supplemental authorization of subsection 513 (d) be added to the 
basic $150 million in computing the net amount provided, the new authorization 
would be $375 million plus the amount which was deducted from quarterly 
allocations under subsection 513 (d) by reason of sales of direct loans in preced- 
ing quarters. The direct-loan sales bearing on the supplemental authorization 
have so far approximated about $5 million and under this approach the new 
authorization would probably be in the neichborhood of $380 million. Con- 
versely, if no consideration is given to the supplemental authorization of subsection 
513 (d), the proposal would result in the additional sum of $500 million being 
made available. It is therefore important that this uncertainty be clarified by 
appropriate language to express the precise intent in the event the bill is further 
considered. 

The program for direct loans was enacted by the Housing Act of 1950 (Public 
Law 475, 8ist Cong., approved April 20, 1950) and provided the Administrator 
of Veterans’ Affairs with temporary authority (through June 30, 1951) to make a 
maximum of $150 million in home and farmhouse loans to veterans in areas 
where loans from private lending sources are unobtainable at an interest rate not 
in excess of 4 percent per annum. This authority was extended from June 30, 
1951, to June 30, 1953, by section 614 of the Defense Housing and Community 
Facilities and Services Act of 1951 (Public Law 139, 82d Cong., approved Septem- 
ber 1, 1951), and the direct-loan fund, while not increased, was reconstituted 
as a revolving fund, thus permitting additional loans to be made as the fund was 
augmented by repayments, prepayments, and sales of mortgages to private 
lenders. Additional funds of not to exceed $125 million, allocated in quarter 
annual installments of $25 million, less the amounts received by the Adminis- 
trator from the sale of direct loans to private lenders in the preceding quarter 
annual period, were made available until June 30, 1953, for the purposes of direct 
loans by the enactment of Public Law 325, 82d Congress on April 18, 1952. 

From the initiation of the direct-loan program in July 1950 through January 
31, 1953, the Veterans’ Administration had disbursed approximately $183.2 
million in direct loans and an additional sum of $54.4 million had been reserved 
for loans in process but not yet disbursed by that date. Including the final 
quarterly installment of $25 million available for allocation to field offices on 
April 1, 1953, it is estimated that there will be approximately $52 million in 
additional funds to carry out the purposes of the supplemental direct-loan pro- 
gram until June 30, 1953. On the bas is of the average amount of loans’ made 
to date it appears that this sum of $52 million would be enough to provide approxi- 
mately 7,800 additional loans during the 5 remaining months (from January 31, 
1953) of the direct-loan program. 

As of January 31, 1953, there were 26,908 veterans with applications or loan 
requests on file in the 57 Veterans’ Administration regional offices which have 
areas designated as eligible for direct loans. Some of the cases now on file will 
undoubtedly be withdrawn because of a change of plans on the part of the veteran, 
rejection by the Veterans’ Administration, or for other reasons. The saageeace 
of this attrition cannot be estimated, but it appears that funds available will be 
inadequate to process the requests of all eligible veterans who have already 
applied. Of course, additional requests will undoubtedly be received between 
now and June 30, 1953. Such requests will probably offset, at least in part, 
cases where veterans do not file formal applications when their names are reached, 
or where formal applications are withdrawn or rejected. 

In this connection, while we do not have any statistics on the number of vet- 
erans who have been placed on the waiting lists in specific periods, it is interesting 
to note that the overall magnitude of the waiting list has remained relatively 
constant since the first report of September 1952 was compiled. On September 
15, 1952, there were 27,300 veterans with applications and requests on file for 
which funds had not been reserved. The total increased to a peak of 28,800 on 
September 30, and has declined gradually to the January 31 level of 26,908 during 
a period when two quarterly allotments of over $52 million were made. This 
indicates that new requests have to a large degree offset cases where loans were 
approved or where request were withdrawn or rejected, and tends to confirm 
the view that a substantial proportion of veterans who have alre ady filed requests 
may not be reached during the current fiscal year. 
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Whether the supplemental direct-loan program should or should not be extended 
is, of course, a basic policy question for the Congress to decide. The program was 
first authorized by the Congress in apparent recognition of the long-standing diffi- 
culties experienced by veterans attempting to obtain the advantageous terms of 
GI financing in the smaller towns and semirural communities remote from the 
urban centers where long-term investment funds have traditionally been more 
plentiful. This disparity in capital supply is shown to a striking degree by sta- 
tistics which show the relative participation of veterans in the GI loan program 
according to population density. 

In order to study this disparity, the Veterans’ Administration has just com- 
pleted a statistical analysis of GI loan participation in the United States, with 
the 3,075 counties classified into 3 major groups, as follows: 

““(a) 273 metropolitan counties.—These counties include all cities with a popu- 
lation of 50,000 or over in the 1950 census, as well as those contiguous counties 
which are included in the standard metropolitan areas a defined in the 1950 
census. About 58 percent of all veterans live in these metropolitan counties. 

“(b) 152 medium-sized nonmetropolitan counties—These counties include all 
cities of 25,000 to 50,000 population in 1950, except those which are in standard 
metropolitan areas. Only about 7 percent of the World War II veterans live in 
these counties 


> 


(¢ 650 smaller nonmetropolitan counties. These counties are made up of 
rural areas and smaller towns and cities. They are not part of any standard 
metropolitan area, and the largest city or town in each county had less than 25,000 
population in 1950. About 35 percent of the World War II veterans live in these 
counties.”’ 

As would be expected, the relative participation of veterans in the GI loan 
program varies considerably among the three groups indicated above. For the 
United States as a whole, about 20 percent of all World War II veterans had 
obtained GI loans by the end of 1952. In the metropolitan counties, nearly 
25 percent of the veterans had obtained GI loans. In the medium-sized non- 
metropolitan counties the ratio was 19 percent. In the smaller nonmetropolitan 
counties, it was 13 percent. A further breakdown of the smaller nonmetropoli- 
tan counties according to population size groups indicates that the participation 
ratio was even lower in the most rural counties. In the 1,047 smallest counties 
(those with an estimated veteran population of less than 1,000), only about 8 per- 
cent of the veterans had obtained GI loans, whereas the most densely populated 
counties in this group (those with an estimated veteran population over 5,000) 
showed a participation ratio of nearly 16 percent. 

Currently, 2,650 counties or parts of counties (or about 85 percent of the 
national total of 3,075 counties) have been designated by the Veterans’ Adminis- 
tration as eligible for direct loans. However, it is estimated that only about 30 
percent of all eligible veterans live in the designated areas. Following the appar- 
ent intent of the Congress, the Veterans’ Administration has confined eligibility 
for direct loans almost exclusively to the smaller towns and more rural communi- 
ties. Presently, there are no cities in eligible areas within the continental United 
States which exceeded 50,000 in population according to the 1950 census, although 
a few such cities were eligible for a limited period prior to April 1952. Only a 
relatively small proportion of the cities with a 1950 population of 25,000 to 50,000 
are eligible. 

Veterans’ Administration statistics confirm the fact that most of the direct 
loans made to date have been in rural areas and smaller towns and cities. Out 
of a total of 29,500 direct loans approved through December 31, 1952, 23,700 
were made in the smaller nonmetropolitan counties, 3,000 in the medium-sized 
nonmetropolitan areas, and about 2,800 in metropolitan counties. When these 
figures are related to the veteran population of the three categories, the number 
of loans made were equal to 0.44 percent. of the veteran population in the smaller 
nonmetropolitan counties, 0.27 percent in the medium-sized group, and 0.03 per- 
cent in the metropolitan counties. It will be noted that, while direct loans have 
been concentrated to a large degree in nonmetropolitan areas, the volume of loans 
in relation to the veteran population is quite small by comparison to the total 
number of the regular guaranteed loans which have been made to date, even for 
the nonmetropolitan counties. It should also be pointed out that most of the 
2,800 loans made in metropolitan counties were approved prior to the adoption 


of a firmer policy regarding such areas, pursuant to the expression of congressional 
intent at the time additional funds were authorized for direct loans by Public 
Law 325, 82d Congress As indicated above, no cities in the continental United 


States with a 1950 population of 50,000 or over have been eligible since April 
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1952. However, some portions of metropolitan areas—excluding the central 
cities—have remained eligible, in instances where 4-percent money has been in 
extremely short supply in the suburban or semirural portions of the metropolitan 
areas. 

Thus, the operation of the direct-loan program is now restricted almost entirely 
to the nonmetropolitan parts of the country where veterans have had little or no 
opportunity to obtain the advantages of a GI loan from private lenders in their 
communities. It should be emphasized also that under the Veterans’ Adminis- 
tration direct-loan procedures there is an additional safeguard against encroach- 
ment upon private economic activities by reason of the requirement that the 
veteran show expressly that he had been unable to obtain VA-cuaranteed loan 
from a private lender in his community, before an application for a direct loan 
is considered by the Veterans’ Administration. 

It is believed that the direct-loan program has met a real and previously un- 
satisfied need for low-cost liberal mortgage credit for veterans of World War II 
and, since the enactment of Public Law 550, 82d Congress, for veterans of the 
Korean hostilities. It mav also be stated that the program has been adminis- 
tered in a manner which has greatly minimized any competition with private 
mortgage lenders. However, the basic question of the amount and direction of 
Government activities which is justifiable and desirable in the economic and 
financial field, is of course a matter for the Congress to determine. 

The committee may also be interested in the repayment record of direct loans 
made to date. Out of a total of more tnan 27,500 direct loans made tnrough 
January 31, 1953, only 24 loans had resulted in foreclosure or voluntary convey- 
ance of the property in lieu of foreclosure. This amounts to less than 0.1 percent, 
considerably lower than tne comparable ratio for guaranteed home loans on which 
claims have been paid (0.5 percent), altrougnh it is recognized that the direct loans 
have been exposed to loss for a shorter period, on the average, than the guaranteed 
loans. 

The latest reports on the repayment status of outstanding loans also indicate 
that direct loans compare favorably with regular GI loans. As of January 15 
1953, only 0.6 percent of the direct loans outstanding were in default by 3 or more 
installments. This ratio is well below the most comparable ratio for GI home 
loans, that is, loans reported by lenders as being in default—1.4 percent—at the 
end of 1952. Here, also, the difference in the age of the programs may be a factor. 
However, it would not be at all surprising if the loss experience on direct loans 
proves to be more favorable than for guaranteed loans, since the direct loans are 
generally made in rural areas or small towns where the prevailing interest rate for 
comparable financing on a conventional basis is considerably higher, where very 
substantial downpayments would be required for such financing, and where 
FH A-insured and VA-guaranteed financing has never been generally used. Ac- 
cordingly, we believe that properties which can be sold subject to an outstanding 
direct loan would command some premium in the local sales market, enabling vet- 
erans to dispose of such properties, if the need arises, with less difficulty—and 
perhaps with less likelihood of loss—than would be the case for regular GI loan 
borrowers. 

It is impossible to estimate the amount of direct-loan funds which would be 
necessary to meet the demand over the next 2 fiscal years. From the foregoing 
discussion, it appears that an extension of the present law providing for advance- 
ments of $25 million per quarter (less sales) as contemplated by H. R. 27, H. R. 
634, and H. R. 2088, 83d Congress, now pending before vour committee, would 
fall somewhat short of meeting the probable demand, based on experience to date 
under that system of advancements. 

H. R. 3052 would, of course, provide a considerably larger sum over the next 2 
fiscal years than would the other mentioned bills. The amounts provided under 
both types of bills would, of course, be augmented by principal repayments which 
would continue to be available for the making of new loans under the revolving 
fund feature of the direct-loan law. Principal repayments currently amount to 
$750,000 a month and the future rate of repayment would continue to rise grad- 
ually as the outstanding loan portfolio increases. The amount provided by H. R. 
3052 would be further supplemented by the amounts realized from sales of direct 
loans and made available under the revolving feature. During the first year of 
the active sales program total sales of direct loans aggregated about $7.5 million. 
It is to be hoped that the volume of sales will increase substantially during the 
next 2 fiscal years, but no definite assurance of such an increase can be given. 
Whether the additional sums contemplated by H. R. 3052 would still fall short of 
the veteran demand or would, on the other hand, exceed it, cannot be predicted. 
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Aside from the question of the amount of funds provided under this bill, com- 
ment should be made with respect to a fundamental difference of approach 
between H. R. 3052, and H. R. 27 and identical bills. Under this bill the whole 
lump sum would, in the Administrator’s discretion, become available for alloca- 
tion to direct-loan areas In considering the lump-sum method, certain practical 
effects which might result should be especially noted. The sudden availability 
of a relatively large sum for direct-loan purposes could very well lead to a rather 
speedy exhaustion of the funds during any short-term period when a shortage of 
private funds available for GI mortgages became especially pronounced. More- 
over, there is for consideration that the availability of such a large sum might 
increase the demands of those who believe that the operations of the direct-loan 
program should be expanded to urban areas. The argument that this should be 
done is largely academic at the present time because of the relatively small 
allocation made available each quarter. 

The extension of the direct-loan program as proposed would, of course, increase 
Government outlays during the next 2 fiscal years. It should be emphasized, 
however, that any funds advanced by the Treasury should not be regarded as an 
expense to the Government, since such funds are invested in mortgage loans which 


are repaying interest at 4 percent. The Veterans’ Administration pays interest 
on funds advanced in accordance with the law. Currently, the rate paid is 2 
percent. The spread between interest received by the Veterans’ Administration 


and interest paid to the Treasury should be ample to cover administrative ex- 
penses, to offset the expenditure of appropriated funds for the 4-percent gratuities 
paid on direct loans, and still provide an ample reserve to cover normal losses on 
defaulted loans. Of course, the adequacy of the reserve for losses will depend 
upon a continuation of a reasonably stable economy, with some possibility of 
principal loss should a period of real-estate distress be encountered. 

The Bureau of the Budget advises that a review of existing programs and 
policies in the field of housing credit is now under way. Until such review has 
been completed and the results can be considered by the President, that office 
recommends that the committee defer action on this bill. 

Sincerely yours, 
Cari R. Gray, Jr., Administrator. 


[No. 11] 
COMMITTEE ON VETERANS’ ArrarRs, Housk oF REPRESENTATIVES 


VETERANS’ ADMINISTRATION, 
Washington 25, D i. March 6, 1958. 
Hon. Epitra Nourse RoGers, 
Chairman, Committee on Veterans Affairs, 
House of Representatives, Washington 25, D. C. 


Dear Mrs. Rogers: Further reference is made to your request for a report 
on H. R. 27, 83d Congress, a bill to extend to June 30, 1955, the direct home and 
farmhouse loan authority of the Administrator of Veterans’ Affairs under title 
III of the Servicemen’s Readjustment Act of 1944, as amended, to make addi- 
tional funds available therefor, and for other purposes. This report will also 


serve as a response to your request for reports on H. R. 634 and H. R. 2088, bills 
identical with H. R. 27 

The purpose of this measure is to amend sections 512 and 513 of the Service- 
men’s Readjustment Act of 1944, as amended, to extend from June 30, 1953, to 
June 30, 1955, the authority of the Administrator of Veterans’ .Affairs to make 
direct home and farmhouse loans to veterans Additional funds of not to exceed 
$200 million to be advanced by the Secretary of the Treasury in quarter annual 
installments of $25 million, less such amounts as shall be received by the Ad- 
ministrator from the sales of direct loans made to private lenders in the preceding 
quarter annual period, would be made available under these amendments. 

The program for direct loans was enacted by the Housing Act of 1950 (Public 
Law 475, 81st Cong., approved April 20, 1950) and provided the Administrator 
of Veterans’ Affairs with temporary authority (through June 30, 1951) to make 
a maximum of $150 million in home and farmhouse loans to veterans in areas 
where loans from private lending sources are unobtainable at an interest rate not 
in excess of 4 percent per annum. This authority was extended from June 30, 
1951, to June 30, 1953, by section 614 of the Defense Housing and Community 
Facilities and Services Act of 1951 (Public Law 139, 82d Cong., approved Sep- 
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tember 1, 1951) and the direct-loan fund, while not increased, was reconstituted 
as a revolving fund, thus permitting additional loans to be made as the fund was 
augmented by repayments, prepayments, and sales of mortgages to private 
lenders. Additional funds of not to exceed $125 million, allocated in quarter 
annual installments of $25 million, less the amounts received by the Adminis- 
trator from the sale of direct loans to private lenders in the preceding quarter 
annual period, were made available until June 30, 1953, for the purposes of direct 
loans by the enactment of Public Law 325, 82d Congress on April 18, 1952. 

From the initiation of the direct-loan program in July 1950 through January 
31, 1953, the Veterans’ Administration had disbursed approximately $183.2 
million in direct loans and an additional sum of $54.4 million had been reserved 
for loans in process but not yet disbursed by that date. Including the final 
quarterly installment of $25 million available for allocation to field offices on 
April 1, 1958, it is estimated that there will be approximately $52 million in 
additional funds to carry out the purposes of the supplemental direct-loan pro- 
gram until June 30, 1953. On the basis of the average amount of loans made to 
date it appears that this sum of $52 million would be enough to provide approxi- 
mately 7,800 additional loans during the 5 remaining months (from January 31, 
1953) of the direct-loan program. 

As of January 31, 1953, there were 26,908 veterans with applications or loan 
requests on file in the 57 Veterans’ Administration regional offices which have 
areas designated as eligible for direct loans. Some of the cases now on file will 
undoubtedly be withdrawn because of a change of plans on the part of the vet- 
eran, rejection by the Veterans’ Administration, or for other reasons. The 
magnitude of this attrition cannot be estimated, but it appears that funds avail- 
able will be inadequate to process the requests of all eligible veterans who have 
already applied. Of course, additional requests will undoubtedly be received 
between now and June 30, 1953. Such requests will probably offset, at least in 
part, cases where veterans do not file formal applications when their names are 
reached, or where formal applications are withdrawn or rejected. 

In this connection, while we do not have any statistics on the number of vet- 
rans who have been placed on the waiting lists in specific periods, it is interesting 
to note that the overall magnitude of the waiting list has remained relatively 
constant since the first report of September 1952 was compiled. On September 
15, 1952, there were 27,300 veterans with applications and requests on file for 
which funds had not been reserved. The total increased to a peak of 28,800 on 
September 30, and has declined gradually to the January 31 level of 26,908 
during a period when 2 quarterly allotments of over $52 million were made. 
This indicates that new requests have to a large degree offset cases where loans 
were approved or where requests were withdrawn or rejected, and tends to con- 
firm the view that a substantial proportion of veterans who have already filed 
requests may not be reached during the current fiscal year. 

Whether the supplemental direct-loan program should or should not be ex- 
tended is of course a basic-policy question for the Congress to decide. The pro- 
gram was first authorized by the Congress in apparent recognition of the long- 
standing difficulties experienced by veterans attempting to obtain the advan- 
tageous terms of GI financing in the smaller towns and semirural communities 
remote from the urban centers where long-term investment funds have tradi- 
tionally been more plentiful. This disparity in capital supply is shown to a 
striking degree by statistics which show the relative participation of veterans in 
the GI loan program according to population density 

In order to study this disparity, the Veterans’ Administration has just com- 
pleted a statistical analysis of GI loan participation in the United States, with 
the 3,075 counties classified into 3 major groups, as follows: 

““(a) 273 metropolitan counties.—These counties include all cities with a popula- 
tion of 50,000 or over in the 1950 census, as well as those contiguous counties 
which are included in the standard metropolitan areas as defined in the 1950 
census. About 58 percent of all veterans live in these metropolitan counties. 

““(b) 152 medium-sized nonmetropolitan counties.—These counties include all 
cities of 25,000 to 50,000 population in 1950, except those which are in standard 
metropolitan areas. Only about 7 percent of the World War II veterans live in 
these counties. 

““(c) 2,650 smaller nonmetropolitan counties —These counties are made up of 
rural areas and smaller towns and cities. They are not part of any standard 
metropolitan area, and the largest city or town in each county had less than 
25,000 population in 1950. About 35 percent of the World War II veterans live 
in these counties.” 
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program varies considerably among the three groups indicated above. For the 
United States as a whole, about 20 percent of all World War II veterans had 
obtained GI loans by the end of 1952. In the metropolitan counties, nearly 
25 percent of the veterans had obtained GI loans. In the medium-sized non- 
metropolitan counties the ratio was 19 percent. In the smaller nonmetropolitan 
counties, it was 13 percent \ further breakdown of the smaller nonmetropolitan 
counties according to population size groups indicates that the participation ratio 
was even lower in the most rural counties. In the 1,047 smallest counties (those 
with an estimated veteran population of less than 1,000), only about 8 percent of 
the veterans had obtained GI loans, whereas the most densely populated counties 
in this group (those with an estimated veteran population over 5,000), showed a 
participation ratio of nearly 16 percent. 

Currently, 2,650 counties or parts of counties (or about 85 percent of the national 
total of 3,075 counties) have been designated by the Veterans’ Administration as 
eligible for direct loans. However, it is estimated that only about 30 percent of 
all eligible veterans live in the designated areas. Following the apparent intent 
of the Congress, the Veterans’ Administration has confined eligibility for direct 
loans almost exclusively to the smaller towns and more rural communities. 
Presently, there are no cities in eligible areas within the continental United States 
which exceeded 50,000 in population according to the 1950 census, although a 
few such cities were eligible for a limited period prior to April 1952. Only a 
relatively small proportion of the cities with a 1950 population of 25,000 to 50,000 
are eligible. 

Veterans’ Administration statistics confirm the fact that most of the direct 
loans made to date have been in rural areas and smaller towns and cities. Out of 
a total of 29,500 direct loans approved through December 31, 1952, 23,700 were 
made in the smaller nonmetropolitan counties, 3,000 in the medium-sized non- 
metropolitan areas, and about 2,800 in metropolitan counties. When these figures 
are related to the veteran population of the 3 categories, the number of loans made 
were equal to 0.44 percent of the veteran population in the smaller nonmetro- 
politan counties, 0.27 percent in the medium-sized group, and 0.03 percent in the 
metropolitan counties. It will be noted that, while direct loans have been concen- 
trated to a large degree in nonmetropolitan areas, the volume of loans in relation 
to the veteran population is quite small by comparison to the total number of the 
regular guaranteed loans which have been made to date, even for the nonmetro- 
politan counties. It should also be pointed out that most of the 2,800 loans made 
in metropolitan counties were approved prior to the adoption of a firmer policy 
regarding such areas, pursuant to the expression of congressional intent at the 
time additional funds were authorized for direct loans by Public Law 325, 82d 
Congress. As indicated above, no cities in the continental United States with a 
1950 population of 50,000 or over have been eligible since April 1952. However, 
some portions of metropolitan areas—excluding the central cities—have remained 
eligible, in instances where 4-percent money has been in extremely short supply 
in the suburban or semirural portions of the metropolitan areas. 

Thus, the operation of the direct-loan program is now restricted almost entirely 
to the nonmetropolitan parts of the country where veterans have had little or no 
opportunity to obtain the advantages of a GI loan from private lenders in their 
communities. It should be emphasized also that under the Veterans’ Adminis- 
tration direct-loan procedures there is an additional safeguard against encroach- 
ment upon private economic activities by reason of the requirement that the 
veteran show expressly that he had been unable to obtain a V A-guaranteed loan 
from a private lender in his community, before an application for a direct loan is 
considered by the Veterans’ Administration. 

It is believed that the direct-loan program has met a real and previously un- 
satisfied need for low-cost liberal mortgage credit for veterans of World War II 
and. since the enactment of Public Law 550, 82d Congress, for veterans of the 
Korean hostilities. It may also be stated that the program has been administered 
in a manner which has greatly minimized any competition with private mortgage 
lenders. However, the basic question of the amount and direction of Government 
activities which is justifiable and desirable in the economic and financial field is, 
of course, a matter for the Congress to determine 

The committee may also be interested in the repayment record of direct loans 
made to date. Out of a total of more than 27,500 direct loans made through 
January 31, 1953, only 24 loans had resulted in foreclosure or voluntary convey- 


As would be expected, the relative participation of veterans in the GI loan 





ance of the property in lieu of foreclosure. This amounts to less than 0.1 percent, 
considerably lower than the comparable ratio for guaranteed home loans on which 
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claims have been paid (0.5 percent), although it is recognized that the direct loans 
have been exposed to loss for a shorter period, on the average, than the guaranteed 
loans. 

The latest reports on the repayment status of outstanding loans also indicate, 
that direct loans compare favorably with regular GI loans. As of January 15, 
1953, only 0.6 percent of the direct loans outstanding were in default by 3 or more 
installments. This ratio is well below the most comparable ratio for GI home 
loans, that is, loans reported by lenders as being in default—1.4 percent—at the 
end of 1952. Here, also, the difference in the age of the programs may be a factor. 
However, it would not be at all surprising if the loss experience on direct loans 
proves to be more favorable than for guaranteed loans, since the direct loans are 
generally made in rural areas or small towns where the prevailing interest rate for 
comparable financing on a conventional basis is considerably higher, where very 
substantial down payments would be required for such financing, and where 
FHA-insured and VA-guaranteed financing has never been generally used. 
Accordingly, we believe that properties which can be sold subject to an outstand- 
ing direct loan would command some premium in the local sales market, enabling 
veterans to dispose of such properties, if the need arises, with less difficulty—and 
perhaps with less likelihood of loss—than would be the case for regular Gl-loar 
borrowers. 

It is recognized that an extension of the direct-loan program as proposed by 
these bills would have the effect of increasing Government outlays during the 
next 2 fiscal years. It is impossible to estimate precisely the magnitude of the 
additional Treasury advances which would be required, since the $25 million per 
quarter is reduced by the amount of loans sold to private investors. During the 
first year after an active sales program was initiated, total sales of direct loans 
amounted to about $7.5 million. It is hoped that the volume of sales will increase 
substantially during the next 2 fiscal years, but no definite assurance of such an 
increase can be given. 

In any event, it should be emphasized that any funds advanced by the Treasury 


should not be regarded as an expense to the Government, since such funds are 
invested in mortgage loans which are repayable with interest at 4 percent per 
annum. The Veterans’ Administration pays interest on funds advanced in 


accordance with the law. Currently, the rate paid is 2 percent. The spread 
between interest received by the Veterans’ Administration and interest paid to 
the Treasury should be ample to cover administrative expenses, to offset the 
expenditure of appropriated funds for the 4-percent gratuities paid on direct 
loans, and still provide an ample reserve to cover normal losses on defaulted loans 
Of course, the adequacy of the reserve for losses will depend upon a continuation 
of a reasonably stable economy, with some possibility of principal loss should a 
period of real-estate distress be encountered. 

The Bureau of the Budget advises that a review of existing programs and 
policies in the field of housing credit is now under way. Until such review has 
been completed and the results can be considered by the President, that office 
recommends that the committee defer action on these bills. 

Sincerely yours, 
Cart R. Gray, Jr., Administrator. 

The CuHarrMan. The Subcommittee on Housing, headed by the 
Honorable W. H. Ayres of Ohio, plans to start hearings shortly on 
the general subject of housing with particular reference to the interest 
rate. I feel that it is particularly important that these hearings be 
held at this time, since the time is running short, and if this authority 
is to be extended, we need to act at once. It is for this purpose that 
I am having the hearings today. 

We have officials of the Veterans’ Administration here this morning. 
Mr. Guy H. Birdsall, Assistant Administrator for Legislation, accom- 
: ry’ a . ° e's : 
panied by Mr. T. B. King, who is the Administrator of the housing 

program. 

We will now hear from the representatives of the Veterans’ Ad- 
ministration. 

Mr. Birdsall? 

Mr. Brrosauy. Yes, Madam Chairman, 

The CuarrMan. Who will testify first? 
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Mr. Brrpsauu. Mr. King, Director of our Loan Guaranty Service. 
And he has with him his assistant, Mr. McEwan. 

The Cuarrman. Glad to see you. You are always a good witness, 
Mr. King. 

And will you give your full name? 


STATEMENTS OF T. B. KING, DIRECTOR, LOAN GUARANTY SERV- 
ICE, AND J. J. McEWAN, JR., ASSISTANT TO DIRECTOR, LOAN 
GUARANTY SERVICE, VETERANS’ ADMINISTRATION 


Mr. Kine. I am T. B. King, the Director of the Loan Guaranty 
Service of the Veterans’ Administration. 

Madam Chairwoman, I am pleased to be privileged to appear again 
before this committee. I am pleased to see you sitting in the seat 
you now occupy. And I hope that I can carry out your statement 
that I make a good witness. 

The CHArRMAN. You always have, and you are extremely nice to 
work with, Mr. King. Having been in Washington 40 years, I have 
become a good judge. 

Mr. Kine. I would like to ask Madam Chairwoman to tell me what 
the pleasure of the committee would be as to how far I should go back 
into the history of this program; or whether you would like to have 
me concentrate my testimony on some current phase of the direct 
loan program. 

The Cuarrman. I think it would be nice if you would talk first to 
the two bills, H. R. 27, introduced by the chairman of the committee, 
and H. R. 634, introduced by Congressman Teague. 

The Cuier Cuerx. H. R. 2088 is identical also. 

The CuarrMan. Who introduced that? 

The Curer Cierk. Mr. Elliott, of Alabama. 

The Cuarrman. Yes, Mr. Elliott, a former member of the com- 
mittee, a very fine member. 

You may speak to those bills, because they are for extension of the 
present bill for direct loans. 

Mr. Kine. As I read the provisions of the bills under discussion, 
Madam Chairwoman, I believe their purpose and import is to both 
extend the life of the direct loan program of the Veterans’ Adminis- 
tration for an additional period of 2 years and to accompany that 
extension by provision for additional appropriations from the Treas- 
ury. 

As IT read these bills—H. R. 27, H. R. 634, and H. R. 2088—they 
would carry the program through from its present termination date 
of June 30, 1953, through to June 30, 1955, and, by amending the 
present provisions of section 513 (d) of the law, they would provide 
for the increase of the authorized fund by $25 million a quarter during 
those 2 years, less such amounts as should be deducted from the quar- 
terly factor by reason of the sale of direct loans by the Administration 
into private hands. H. R. 3052 would provide additional funds on 
a lump-sum basis by increasing the permitted size of the revolving 
fund to $650 million. 

The direct loan program originally was given a life of some 11 
months, an active life of some 11 months, from July 1950 through 
June 30, 1951. It was then extended for 2 more years, there being 
$40 million carried over at the end of the original 11-month term. 
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Before that extension through to 1953 had run its course, another 
bill was introduced and became law, which augmented the original 
appropriation of $150 million by a quarterly allotment, which, in 
round figures, would have amounted to $125 million, less such sums as 
might be derived otherwise by the Veterans’ Administration for 
investment in direct loans by reason of the sale of direct loans into 
private hands. 

At present, there is one more of those $25 million increases still 
to be obtained from the Treasury. That will be due from the Treasury 
on April 1 of this year. That $25 million will, as I have said before, 
be lessened by whatever may be the amount of the direct loans whic h 
we have sold to private institutions during the present quarter-year. 
As a guesstimate that will probably not amount to more than $2 or 
$3 million, so that we will be getting around $22 or $23 million from 
the Treasury come April 1. 

Our present authority to make direct loans will expire June 30 of 
this year. 

Mr. Ayres. Mr. King, pardon me. This additional money that 
you will get on April 1: Wil that be prorated on the same propor- 
tionate basis as you have been prorating it in the past? 

Mr. Kine. Yes, Congressman. Under the interpretation given 
administratively to the original bill, which interpretation was sub- 
sequently endorsed by committees of both Houses and was more or 
less borne out by comment on the floor incident to the passage of 
previous related enactments, these funds are apportioned to the 
areas of the greater need. And our determination of those areas, as 
explained to the Congress on previous occasions, comes about basically 
this way: We take the number of veterans in a given county, and we 
take the number of veterans in that county who have used their 
loan guaranty entitlement, and we designate those areas as eligible 
which show a relatively smaller use of their entitlement for guaranteed 
loans by the veterans in that area. We then apportion the funds 
according to the number of veterans in the eligible areas of a given 
VA regional office. 

We have also, by administrative interpretation, endorsed by the 
Congress, made these funds available to the nonmetropolitan area, 
it being recognized that there lay the area of greater need. 

We have maintained those rules of apportionment consistently 
from the beginning of the direct loan program. Most Members of 
Congress who have given their attention to the problem apparently 
felt that, as between one rule of application and another, that probably 
contained the most in the way of equity. And no one has sought to 
change it. 

Mr. Ayres. Well, you said from considering the percentage of 
veterans in the area; did you also consider the lack of money being 
available through lending institutions in those areas? 

Mr. Kiva. The basic consideration as to whether an area should 
be designated as eligible for direct loans or not—within the framework 
of that definition of greater need—is based upon our statistics showing 
loan volume by county and upon the advice of our local loan guaranty 
officer as to whether or not there is private money available in a 
particular area. Mostly we go by county lines, 

In addition to that, if the area is designated as eligible under those 
tests to qualify for a direct loan, the veteran applicant must produce 
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evidence in writing that he has sought, and sought in vain, through 
private sources locally to obtain the loan which his application con- 
templates. 

Mr. Ayres. Would you suggest that that same procedure apply to 
any area? 

Mr. Kine. Were you to apply that same procedure to any area, 
Congressman, you would be running into some further imponde rables. 

In the first place, no money which has been talked about in reference 
to a discussion of this direct loan program would come near to taking 
care of that enlarged concept, under present conditions. 

Mr. Ayres. But there have been organizations and groups that 
have proposed that the direct loan program be enlarged and taken 
into areas not now covered by it. 

Mr. Kina. I have seen proposals that the direct loan program be 
enlarged, but I haven’t in mind any such proposal which indicated 
that we should open the country as a whole and leave only as a qualifi- 
cation of eligibility the fact that the veteran produce evidence that 
he cannot get a loan 

One of the imponderables, and the only one that I have immediately 
in mind when I use the word, is that you might ‘‘over-gun”’ building 
in some areas by doing that, if you backed up that concept with 
money. Veterans might get hurt as well as helped. 

Mr. Ayres. What percentage, if you have the figures with you, of 
the direct loans made are made on buildings already in existence, and 
what percentage is for new construction. 

Mr. McEwan. In rough figures, we have disbursed about 28,000 
direct loans. This is from memory. And I believe that of those only 
about 1,800 or a little less than 2,000 are for new construction; that 
is, for construction loans. And an even smaller number, less than a 
hundred, for farmhouse construction or improvement loans. So the 
great majority are loans to purchase a home already in existence; 
alth ol nee it might be newly completed. 

The Cuarrman. Will the gentleman yield for just a minute. 

I a here a chart from the Veterans’ Administration on the direct 
loan program, as of January 31, 1953, and without objection, I will 
insert that in the record. 

(The chart referred to follows:) 
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The Cuairman. It shows the different regional offices that received 
loans. Massachusetts received no loans, because they are not 
eligible. 

Mr. Ayres. No part of Massachusetts? 

Mr. Kine. That is a phenomenon which, if you will bear with me 
for a moment, I will endeavor to explain. 

The CuarrMan. I| would like to have it explained. 

Mr. Kine. We have made no direct loans in Massachusetts, 
we have made no direct loans in New Jersey, and we have made 
no direct loans in many areas of the Northeast, for the reason that 
those areas are more liberally endowed with local capital, and there 
is more competition for putting out that capital along local investment 
lines, and it is fairly—or perhaps a more correct word would be 
relatively—easy to obtain a guaranteed loan in some of those States. 
The mutual savings banks, which are characteristic of Massachusetts, 
and which are not characterisitic of any other State outside New 
England except New York, give an added possibility for veterans in 
those States obtaining 4 percent guaranteed loans. Thus, there 
has never been any need, from the standpoint of the concept of greater 
relative need, for making direct loans in those States. 

This is a rather broad statement, but I think if a Massachusetts 
veteran alleged he could not get a 4 percent loan, somebody would 
step up promptly and say: ‘‘We will make him that loan,” and if he 
then could not get it, it would be found that he was not eligible for the 
proposition he had in mind. Private capital affords pretty generous 
coverage in those States with respect to the making of guaranteed 
loans to veterans. 

The Cuarmman. The gentleman from New Jersey said only yester- 
day that in his district veterans had had difficulty in securing loans. 
And in Massachusetts there are veterans who have difficulty in secur- 
ing loans. I wish everybody could have a direct. loan from the 
Veterans’ Administration, instead of having it go through various 
arencies. 

Mr. Kina. It would be found, Madam Chairman, that 40 percent 
of the current guaranteed loans are being made in this northeast area, 
as against a veterans population of—what is the veterans population 
factor there? 

Mr. McEwan. About 29 percent of the estimated World War II 
population is in New England, New York, New Jersey, and Pennsyl- 
vania. 

Mr. Kina. So that from a relative concept the veterans in the 
northeast area are quite fortunate with respect to their ability to get 
loans. 

The CHarrMAN. I am glad they are, but I wish they were more 
fortunate. 

Mr. Ayres. Mr. King, are you saying that in our chairman’s State, 
Massachusetts, the lending institutions are anxious to lend money at 
4 percent? 

Mr. Kina. No; I am not saying they are anxious. They would be 
quite willing to lend it at 4% percent. But they are doing it at 4 
percent. 

Mr. Ayres. With a 5 percent down payment? 

Mr. Kina. I cannot say that they have qualifications regarding 
down payments. We don’t have firsthand data on that. They, of 
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course, are required, under the current credit control regulation, to 
get five percent minimum in the case of any property priced over 
$8,000. I would imagine that a number of institutions impose, in the 
average case, some higher down payment requirement. 

Mr. Ayres. Since our chairman announced that there would be a 
subsidy on housing, you can well appreciate the mail that has come in. 

The CuarrmMan. Mr. Ayres is the chairman of that subcommittee. 

Mr. Ayres. And the bulk of that mail coming from the veterans 
states that they cannot get a loan with the 5-percent downpayment. 
In most cases they are asking anywhere from 15 to 25 percent down. 

Mr. Kina. I have no doubt that, in a considerable number of 
instances, various institutions have downpayment limitations in excess 
of 5 percent. I think you will find also, Congressman, in the case of 
many of those same institutions, that they will break their own rule 
for a veteran sitting at their desk if they think that the case warrants 
breaking that rule. 

Mr. Ayres. The other complaint that is rather common is that 
unless you are already a customer of the bank they are not too 
interested in issuing a GI loan. 

Mr. Kine. That is a fact that is evident in the program. Many 
institutions not desirous of making loans at 4 percent will break that 
rule in turn for a depositor, or for ‘John’s boy.” 

Mr. Ayres. Now, getting back to your direct-loan statement: Of 
the 28,000, approximately, direct loans made, 1,800 were new con- 
struction. It would make it rather difficult for a building contractor 
to go out and build any large number of homes in a community and 
expect them to be covered by direct loans, would it not?—because he 
does not know whether the money is going to be available until the 
house is completed and ready for sale. Is that correct? 

Mr. Kina. Congressman Ayres, we do not think that the direct-loan 
program gives the operative builder any practical support. 

Mr. Ayres. You do not expect it to. That is not the purpose of it. 
Is that right? 

Mr. Kina. No, sir. Were we to give some kind of assurance or 
commitment to the builder of a group of homes, we would have to 
varmark funds for his benefit rather than for the benefit of local 
veterans. There just has not been enough money to do anything of 
that kind; so, we have no arrangement whatsoever which will entitle 
anyone to rely in advance in any way upon direct loans. 

Mr. Ayres. Then the builder who gets a construction loan to 
cover the cost of his building until it is completed has absolutely no 
assurance that a veteran wanting to buy that house is going to be 
able to, because the direct loan may not be available when that 
house is completed. Is that what you are saying? 

Mr. Kina. Yes, sir. In other words, we don’t give any production- 
credit support through the direct-loan program. In the guaranteed- 
loan program, the practical effect of our certificate of reasonable 
value given as to proposed construction is to give some modicum of 
production-credit support. But there is no such reliance derivable 
through the direct-loan program. 

You might find cause for an exception there, in a peculiar set of 
circumstances, where a builder might know that an individual veteran’s 
application was being brought to the earmarking stage, and thus 
could sell that house to a veteran with some assurance that direct-loan 
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money would be forthcoming. But I don’t think anybody builds new 
production for speculative sale relying on a market financed through 
such an uncertain arrangement. 

Mr. Ayres. You stated a moment ago that most of these direct- 
loan areas were set aside as counties; certain definite counties were 
designated as the direct-loan area. Is that decision made by the local 
regional office? 

Mr. Kina. It is made by the central office, Congressman, acting, 
as a practical matter, largely upon the recommendation of the loc al 
loan-guaranty officer 

Mr. Ayres. That is, the loan-guaranty officer in the regional office? 

Mr. Kinc. Yes. He gives us periodical reports as to what the 
local situation is, and his recommendations as to whether there should 
be any changes in the local pattern. We follow that pretty much if 
the statistics on loans made support the recommendations. 

We also allow him to suballocate within his region the regional 
allocation which we mete out to him. 

Mr. Ayres. Then it is entirely possible to have a metropolitan area 
that is not eligible for direct loans, and then, several hundred yards 
across the county line, in a rural county, they would be eligible for 
direct loans? 

Mr. Kine. I can give you a better one than that, Congressman. 
In one instance, a builder built a project across the county line, and 
veterans could bing his houses on one side of the county line with 
direct loans but they could not buy his houses on the other side of the 
county line because that county wasn’t eligible. 

Mr. Ayres. So, you do have quite a problem in knowing just where 
to draw the line. 

Mr. Kine. In 2 or 3 years that is the only instance I had seen. 
But, unquestionably, with respect to any area factor, there is room for 
judgment and disagreement. 

Mr. Ayres. Then, if the information we get is that GI loans are not 
available to the extent of the demand, and if direct loans are available 
close to these metropolitan areas, are we not discriminating against 
the veteran who lives in the metropolitan area? 

Mr. Kina. Well, where you attempt to administer any program, 
there are some elements of discrimination in it. I don’t care what 
rules you make; you can still find discrimination. But we were given 
an amount of money to be spent for a purpose. So, we used that 
money to take care of the segment of veterans who had had the least 
opportunity to use the original benefit. 

Had we extended this on a wider basis, the money would have lasted 
3 days. 

Mr. Ayres. And the reason for that was that the GI loans were not 
available. Is that correct? 

Mr. Krna. Basically, that is so, Congressman. Over the 8 or 9 
vears of the loan-guaranty program, we have had peaks and valleys 
with respect to the availability of 4-percent money to veterans 
throughout what we will term the “metropolitan” or “urban” areas. 
However, in the rural area, when you get down to areas in which there 
isn’t any town of more than 25,000 people, there has always been 
relatively speaking, a dearth of money for veterans seeking to use their 
GI loan-guaranty benefit. 
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Now, that is explainable in part by the fact that lending rates in 
those areas historically have been higher. 

You gentlemen sitting around this rostrum will know that in many 
of these areas the customary interest rate was 6 to 8 percent. So, 
on a basis of statistics showing relative use, the veteran in the rural 
or semirural area just has never had an opportunity to get this money. 

Another factor: Supposing that individual institutions in those 
areas thought they would make an exception to their historic policy; 
they wouldn’t be equipped, from the standpoint of personnel, to make 
these loans. It is a complicated thing to make mortgage loans. 
They don’t have the personnel to do it; and also, of course, they are 
short on capital resources for long-term investment. 

Then, again, those people feel ‘like this is a strange program, even 
after these many years, and they don’t want to get involved in all 
this redtape. And I don’t say that derisively, because, as you 
probably know, there are many small institutions in the country that 
just don’t have the staffing to get into this type of thing. 

I recall one gentleman from Westminster, Mo., who came into my 
office. He was a very well informed man, and just a splendid example 
of a country banker, but he was in his seventies, and his daddy was 
the other officer of that bank, and, actually, they did have a very good 
record of loaning to local people, but they couldn't possibly be 
expected to assimilate the detail that would have made it practically 
safe for them to embark on this program or participate in this program, 
knowing well what they were doing. 

So, all those factors add up to the conclusion, which I don’t think 
is disputed, that it is mighty hard to get a loan guaranteed in many 
of the rural sections of this country. There are notable exceptions, 
but basically that is the true fact. 

Mr. Evins. Will the gentleman yield? 

[ am sorry, Mr. King, that I was called out, and missed a part of 
your testimony. It may be that you have covered these points. 
But did you tell the committee the number of applications that had 
been filed under this program since its inception? 

Mr. Kine. Through February we have received a total of 55,000 
applications—of those about 19,000 were withdrawn or rejected. We 
have made, through February 1953, a total of 28,402 loans. On that 
same date we had 8,229 loans in process. 

Mr. Evins. 55,000 loan applications. And how many approved? 

Mr. Kine. I am sorry, Mr. Congressman. 

Mr. Evins. How many of these loan applications have been 
approved? 

Mr. Kina. 28,400 were all approved and completed. 

Mr. Evins. All approved and completed? 

Mr. Kina. Yes, sir. There were 8,229 which were in process of 
completion. 

Mr. Evins. Did you give the committee a statement as to the 
success of the program; that is, the number of failures, if any, or the 
extent of it; how successful this has been? 

Mr. Kina. Colonel Standish, here, has been kind enough to give 
me a January 31 figure, which perhaps you might want to insert in 
the record. 

The Cuter Cierk. That has already been put in. 








390 CONTINUATION OF DIRECT HOUSING LOANS 


The Cuarrman. Well, you are putting it in, and I am holding it. 

Mr. Kine. These direct loans have been made carefully, in line 
with the prescriptions of the statute. They are, we think, and we 
have so stated in offering them to private institutions, credit-worthy 
loans. To date, out of that loan total, we have just 26 foreclosures, 
or one-tenth of 1 percent. We have a default ratio of about six-tenths 
of 1 percent, that being loans 3 months or more in delinquency, and 
that figure compares with 1.4 percent for guaranteed loans, which 
in turn compares creditwise very favorably with any private program, 
or with the averages available on the mortgage programs of private 
lending institutions. 

Mr. Evins. That is a most excellent record, I can say. 

You said something earlier to the effect that the money would have 
lasted 3 days or 10 days if you had made it available at one time. 
Do you approve this method that the committee adopted last year 
of allocating so much per quarter, or would you suggest a continuance 
of it, or a change of the present policy? 

Mr. Kine. As a matter of personal preference, Congressman, I 
would prefer the seriatim allocation method which is contemplated 
by several of the bills under discussion. 

Mr. Evins. How are the rural areas succeeding at the present 
time? Has the situation been improved for the rural veteran, some- 
what? 

Mr. Kine. Well, the demand from the rural veteran is at least 
sufficient to use the available allocations. Does that hit the point 
you had? 

Mr. Evins. Well, the demand is great. We understand that. 
But I am asking you to what extent, or what percentage of these loans 
are being made to the rural areas, as compared to those in the urban 
areas? Are the urban areas absorbing 95 percent of this money? 

Mr. Kine. No, sir. The urban areas are absorbing a small part 
of this money, because mostly they are not designated as eligible 
lending areas for the direct lending program. 

Mr. Evins. Now, would you favor the provision of Mr. Rains’ bill 
for extending the amount of the authorization up to $650 million, or 
$500 million more than is presently authorized? 

Mr. Kina. Well, I don’t think that I can pick a figure out of the 
air and say that that is the proper figure. I can just state that as a 
matter of personal preference—and I have to put it that way, because 
somebody else can have a different idea, and it will be just as well 
taken. 

Mr. Evins. The committee is very interested in having your 
experience and opinion, because you are the Director of this program. 

Mr. Kine. I would think that you would have a more salutary 
program if you based any further authorizations which it might be 
the judgment of Congress to give to the program upon a quarterly 
allocation basis, such as contemplated, I believe, by Mrs. Rogers’ 
bill, and also of course by the identical bills of Mr. Teague and Mr. 
Elliott. 

Mr. Evins. We appreciate that. Now, one further question, if I 
may. 

Undoubtedly, on the basis of experience, and what the committee 
has done before, and the bill introduced by the chairman and others, 
this quarterly allocation may be extended. But how much funds 
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should be made available in this to take care of the existing loans, 
or contemplated loans? What would be your opinion as to the 
amount of authorization that should be made? That is the figure 
that I am trying to arrive at—$25 million a quarter? $50 million a 
quarter? or a hundred million dollars a quarter? Based upon 
experience and based upon the projected picture of the program. 
how much money do you think should be authorized? 

The Cuarrman. Will the gentleman yield? 

Mr. Evins. Yes. 

The CuarrMan. Are you afraid to say on account of the budget? 

Mr. Kina. Well, I think the Veterans’ Administration has written 
this committee a letter in which they have stated as follows: 

The Bureau of the Budget advises that a review of existing programs and policies 
in the field of housing credit is now under way. Until such review has been 
completed and the results can be considered by the President, that office recom- 
mends that the committee defer action on these bills. 

Mr. Evins. That is the Bureau of the Budget picture. 

Mr. Kina. That is right. But speaking personally, I would think 
that if the Congress desires to give adequate consideration to what it 
may consider to be the needs of the nonurban veterans, they should 
center their attention on some figure between twenty-five and fifty 
million dollars a quarter. 

Now, I just am not enough of a statistical or mathematical genius to 
pick an exact figure in between those two figures. 

Mr. Evins. Based upon your experience, the $25 million has in 
most quarters been exhausted and insufficient to take care of the 
current applications; is that a true picture of the situation? 

Mr. Kine. That is true as to the areas presently designated as 
eligible. We have currently about 27,000 applications and requests 
on hand, and there is not e nough money to satisfy that large a number. 

Mr. Evrys. In other words, the VA Loan Guaranty Division to 
continue the program as it is at present would, of necessity, have to 
have a minimum of $25 million in new authorizations? 

Mr. Kina. I would think that is a fair statement, Congressman. 

Mr. Evins. And in several quarters, you have not had enough funds 
available to take care of the applications for loans during the particular 
quarters? 

Mr. Kine. May I answer that question this way: We have not 
encouraged the filing of applications. We have issued repeated warn- 
ings that no veteran should obligate himself prospectively in any 
manner with the thought that he might be the recipient of direct loan 
funds. So we don’t know, statistically speaking, what the legitimate 
demand may be. We do know that when a veteran writes to the 
Veterans’ Administration, and that is the only way in which he can 
get his hands on an application, we put him on a strict priority list. 
And I don’t believe that priority is broken for anyone. And he waits 
on that list until he gets another letter, telling him to further his 
application, because we will be in a position to earmark funds for his 
particular proposal. So there is no one, insofar as I know, who can 
tell you what would be a tested level of qualified eligible demand, and 
therefore nobody can tell you what figures you should match against 
that, if you undertake to satisfy it. 

Mr. Evins. The Congress would be very much interested in deter- 
mining the correct figure and the right figure. We have said $25 
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million per quarter, in the past, and based upon your experience you 
do testify that in many quarters that authorization has been insuffi- 
cient to take care of the qualified applications. 

Mr. Kine. That is true 

Mr. Evins. That is all. 

The CuarrmMan. What is the length of time a veteran has to wait 
normally in order to secure a loan? 

Mr. Kriya. I would think in many places he would have to wait 
some months. I think also it is true to state that the 27,000 applica- 
tions on hand will not be satisfied within the present allocation, or 
within the present termination date. 

The CuarrMan. How much more money would it take? 

Mr. Kina. Well, if you assume an average loan of $7,000, those 
27,000 applications that are on the waiting list would require $150 
million. 

Now, I am satisfied that some portion of those would fall during the 
course of processing analysis. What that portion would be, I don’t 
know. As a rough figure, let us say as many as 7,000 might fall. 
Then you have 20,000 times 7, which is $140 million. So the estimate 
I spoke of, of $150 million already had been salted down to take care 
of those who would fall by the way. 

The CuarrMan. Then it is very important to pass legislation for 
the providing of direct loans, is it not? 

Mr. Kine. Let me phrase my reply this way, if you plesse. If 
you are going to get housing credit into the hands of veterans in the 
rural areas of this country, you either have to do it by some provision 
of this kind, or somebody has to invent another solution. 

The CHarRMaN. It is true, is it not, that the veterans have paid 
back these loans very well? 

Mr. Kine. We have been very attentive to the credit demonstra- 
tion here, as you undoubtedly know, because we are required to sell 
these loans to private institutions, and we won’t have a hope in 
this world of selling those loans if statistics ever showed that they 
were ‘‘trouble’’ loans. 

The CuarrMan. Well, the veterans have done a very good job in 
their repayment. 

Mr. Kine. The one-tenth of 1 percent foreclosure rate, allowing 
for the fact, of course, that these loans are very young loans in terms 
of maturity, is a very splendid demonstration of the credit worthiness, 
as are the guaranteed loans. 

Mr. Ayres. Do you have any trouble, Mr. King, finding buyers? 

Mr. Kine. Well, Congressman, we have succeeded in selling only 
about eight or eight and a half million in the course of a year. We 
have been trving to sell those loans during a period in which 4 percent, 
from the standpoint of comparable investments, is undoubtedly a 
marginal rate from the standpoint of attractiveness or even unat- 
tractive. The scattered nature of these loans, from the stand- 
point of geographic distribution, doesn’t make them attractive 
to the large national investors. The natural outlet for these loans, 
speaking in terms of private holders, is the small country bank or the 
small savings and loan institution in the smaller towns, and they have 
been the principal buyers of the 8 million or so that we have sold to 
date. 
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If any of you would like to send our prospectus out to people back 
home, we have a pamphlet here dated December 8, 1952, in which we 
undertake to give a prospectus that will encourage the sale of these 
loans to private institutions. 

Mr. Ayres. Have the large insurance companies shown any interest 
in buying them? 

Mr. Kina. The larger insurance companies, from the standpoint of 
permissible investment policy, have to figure on centering their invest- 
ment in areas which will permit them to handle those loans throughout 
their repayment life with lesser administrative costs. So the larger 
institution has got to rely upon getting a concentration of loans in a 
given area. We do not expect, and we would be very, very surprised 
indeed, that any large insurance company would become interested in 
the purchase of direct loans. 

Mr. Ayres. Have you heard of any insurance companies that were 
willing to grant GI loans provided they could sell a substantial insur- 
ance policy along with it? 

Mr. Kina. I have seen a number of such proposals, Congressman. 
A number of very ingenious ideas have been submitted to the Wash- 
ington office of the Veterans’ Administration. We do not permit the 
coupling up of the sale of anything with the sale of the house to the 
veteran. If an individual institution says to the individual veteran: 
“We will make you this loan only if you do this,” “only if you will 
buy a life-insurance policy,” that is a legitimate proposal to that 
veteran, and we don’t either encourage or discourage it. But we 
don’t let any encouragement get into our official promulgations. And 
we do not permit the coupling of the collections on that policy with 
the collections of the guaranteed loan. 

Mr. Ayres. It is hardly fair to the veteran to put him in a position 
where he may have to buy insurance he does not need in order to get 
a house to live in that he does need. 

Mr. Kine. That is unquestionably so, and it underlays our policy 
in that regard. But at the same time, I would hate to have you write 
to me and say: ‘John Jones, veteran, says that he wants a house and 
life insurance, and you say he can’t have both.” 

Mr. Crerecna. Mr. Ayres, are you through? 

Mr. King, you say that the default ratio of these loans is six-tenths 
of 1 percent; is that correct? 

Mr. Kina. Yes. 

Mr. Creretta. Do you know what the default ratio is on other 
commercial loans not handled by the VA? 

Mr. Kina. I don’t recall seeing any statistic on that. However, 
this may give you a parallel. I watched for some years the default 
rate on our guaranteed loans, as against the loans in default reported 
by the examiners of the Home Loan Bank Board, consequent upon 
their examination of the records of insured savings and loan associa- 
tions, and in many of those months our guaranteed loans were 2 for 1 
better, or nearly 2 for 1 better than the credit experience with other 
than VA-guaranteed loans. And, as I stated earlier for the record 
here, with respect to the direct loans, they were twice as good again. 
So you have a factor for the direct loans of six-tenths of 1 percent; for 
guaranteed loans over 1.4 percent; and, based on these studies that I 
have seen, the credit experience of guaranteed loans was nearly 2 for 1 
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better than that which they were currently experiencing with respect 
to other loans. 

Now, please recognize, as I am sure you do, that there are a lot of 
little ifs, ands, and buts in those figures, because the statistics of one 
organization are kept on a slightly different basis than the statistics 
of another. So there is room for variation and room for argument 
as to whether those figures are essentially comparable. 

sut, basically, that is a correct statement of relative proportions 
as to these default factors. 

Mr. Crerecua. I notice on this chart that Mrs. Rogers had, it 
gives a figure of the mortgages that are in default for three payments 
or more. Is it customary for:the VA to foreclose on that mortgage 
upon default of three payments? 

Mr. Kina. No, sir. Our regulations are framed to permit leniency 
in the face of default. We permit the holder of a guaranteed loan to 
give its notice of intention to foreclose at any time after the loan is 3 
months in default, but we don’t require that he do so. And in point 
of fact you will find practically no instances in which anybody moves 
that quickly. 

On the direct loan, we would, policywise, play ball with a man who 
is delinquent as long as it appeared that he was playing ball, on his 
part, and there was a reasonable prospect of a successful outcome 
ultimately. 

Mr. Creretta. How many foreclosures do you know of where 
there have been foreclosures, and the owner of the property, a veteran 
who has defaulted, has lost his property, so that titles reverted to 
the Government? 

Mr. Kina. Well, Congressman, so far to date in the direct-loan 
program there have been 26 such cases. In the guaranteed-loan 
program, there have been probably as many as 15,000 such cases, out 
of nearly 3 million home loans. But these causes of default, you know, 
run the whole gamut of human experience. In many cases a family 
breaks up, in many cases there are a variety of circumstances which 
makes it quite apparent that the loan either has to be foreclosed or the 
Government has to extend a benefit in the way of rent to the individual 
over the course of years. 

The way we framed our policy on these things was to consider that 
the Congress contemplated that these loans may be made to veterans 
who had demonstrated their prospective ability to pay, and to veter- 
ans who could continue to pay. 

Mr. Frno. Mr. King, what is the criterion used by your department 
in determining whether an area is entitled to share in this direct-loan 
program? I notice that New York City is not included in this pro- 
gram. Is that correct? 

Mr. Kina. Yee, sir; that is correct. 

First, we have taken as a basic pattern, the number of veterans 
resident in the five metropolitan boroughs. Against that, we have 
matched the percentage of veterans that have succeeded in using 
their guaranty entitlement. We have scissored and pasted to allow 
for local factors, such as the fact that in the Bronx your percentage of 
home ownership is very low. And based on that pattern, with the 
recommendation of the loan guaranty officer, which presumably con- 
templates variations, we have decided whether, from the standpoint 
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of greater relative need, that area should be on the eligible list or on 
the ineligible list. 

Now, in making those determinations, we have made eligible some 
2,650 counties out of the 3,075 counties in the United States. 

Mr. Epmonpson. Would you repeat those figures, again, Mr. King, 
please? 

Mr. Kina. We have made 2,650 counties eligible out of the, I 
believe, 3,075 counties in the United States. Now, in some few 
instances, we have made parts of counties eligible and not other parts. 

Mr. Lone. Madam Chairman, may I| ask one question? 

The CuHarrMan. Certainly. 

Mr. Lona. I would like to know your opinion regarding these loans. 
Do you think that the economy of the country at this time is such that 
we will be able to sell the paper at the present rate of interest, or do 
you think that we will have to raise it, or should raise it? 

Mr. Kine. Mr. Congressman, are you talking about the basi 
interest rate on the guaranteed loan? 

Mr. Lona. I am talking about the loan rate, the interest rate. I 
just want your opinion. I do not care whether it is right or wrong; 
just what your guess is. 

Your guess is as good as anybody’s, and I would rather have yours 
than mine. 

Mr. Kina. I think it is very doubtful that the guaranteed program 
is going to result in a sufficient number of loans to veterans over 
the months immediately to come at the 4 percent rate. Now that is an 
opinion that is shared by many. But my opinion, and that of the 
others is predicated in part upon anticipated future Treasury action. 
So we are all discounting in advance, in the light of our expectations 
or anticipations. 

Mr. Lone. Do other securities that are equally as well guaranteed 
as these loans are, pay a higher rate of interest than the veterans’? 

Mr. Kine. The only way I know to answer that, Congressman, is 
this way. We don’t think—and many would agree with us—that 
outside of the obligations of the United States, United States bonds, 
there is a better investment medium than the GI guaranteed loan, 
under the contract that the Government has given to the holder of 
that loan. 

Mr. Lona. Yes, but do other Government securities compete with 
this, with a higher rate of interest? 

Mr. Kine. The basic interest rate on the Government bond, which 
is more nearly parallel, from an investment standpoint, although 
there is a considerable difference, is the long-term Government bond, 
which bears currently a Treasury interest rate of 24 percent, and 
bears currently a yield factor when bought on the market of around 
2.80. 

Have you got a later figure? 

Mr. McEwan. The most recent I have seen is about 2.87 or 2.86, 
the average yield on long-term Government bonds. 

Mr. Lone. One more question. You can answer my question in 
just a few words. What is your opinion about it? 

Mr. Kina. I cannot give an unqualified opinion, Congressman. 

Mr. Lona. That is right. 

Mr. Kina. The proposition is too complex. 
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Mr. Lona. I am just trying to get it for my own self. I want to 
know. 

Mr. Kine. Let me say that as against that 2.86 factor, you have 
our 4 percent factor, against which you must consider the cost of 
administration, and if you are an out-of-State holder, you have got 
to consider the prevalent onahaitet 1 percent factor, and you have to 
pay your correspondent. When you consider home office costs, and 
so on, you are down to around 3.20 net return for a nonliquid obliga- 
tion, as against the 2.86 on a liquid obligation, and that factor, plus 
the anticipated change in Treasury rates, is causing people to hold 
out of this program. 

Mr. Evins. Will the gentleman yield? 

What he is saying, as I interpret it, is that the loans are good, but 
if the interest rates were higher they would be more attractive to 
buyers. 

Mr. Lone. That is what I am trying to get out of him. 

Mr. Kine. As an axiomatic statement, I am sure that is correct. 

Mr. Epmonpson. Will the gentleman vield? 

When you say the anticipated Treasury action and its effect on the 
market, are you taking into effect anything other than the proposition 
to increase the loan rate on Government bonds to 3% percent? 

Mr. Kina. No, sir. That is just a choice of factors that I made in 
order to illustrate my point. Now, these investors, over the last 2 
vears, have been witnessing an upward trend in the rates and yields 
applicable to all the classes of investment that take their money. 

Mr. Epmonpson. But with this factor of anticipated Treasury 
action, what factor did you have in mind when you referred to that? 

Mr. Kina. I had in mind this, Congressman. It has been widely 
believed in financial circles for the last year or more that the problems 
facing the Treasury this year were such that they would have to come 
through with obligations bearing higher interest rates and therefore 
higher yields. For example, I believe it was probably in May of 1952 
that the Treasury switched its rates upward on these certificates that 
they _ for $18.75, the savings bonds. They have since made several 
others; but before and since they have brought out various new issues 
in each case carrying a higher rate than previous issues of like kind. 

Students of interest and yield factors and of these problems, in 
which I am certainly no expert, anticipate that the yields may yet 
go higher. 

Now, let me add to that, that although we have been talking about 
Treasury bonds and the Treasury position, you have the same reflec- 
tion in the interest rates applicable to all of these other investments, 
like the bonds of private organizations. 

From a standpoint of ultimate investment caliber, we state that 
they aren’t as good as the guaranteed contract. But the investors 
feel that they are required to invest their depositors’ or beneficiaries’ 
moneys in these obligations, because they are sufficiently safe, and 
they bear a higher return. 

Mr. EpmMonpson. Then when you speak of anticipated Treasury 
action, you are speaking only of a continued development of a prese nt 
trend, and not of any announcement of any particular action in the 
future that has been made by the Treasury De partment? 

Mr. Kine. I don’t think there has been any announcement by the 
Treasury of future action, Congressman. There have been reams of 
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paper written on what the Treasury must do to handle the problems 
that are facing it currently, and the bulk of that opinion is pretty 
solid to the effect that the Treasury has got to come higher to get 
the money that it has to get. Now, there are gradations in the 
opinion as to how much higher it has to go, and where we are going to 
come out 3 months from now or 6 months from now or a year from 
now from the standpoint of interest rates. But they have been going 
up, for the last 20 months or more. And, as I stated to Congressman 
Long, the present plans of investors reflect all those things and discount 
future probabilities in advance. 

Mr. EpmMonpson. That would certainly be a very compelling reason, 
would it not, for considering an enlargement of this direct loan pro- 
gram? Do you not agree? 

Mr. Kine. That is a question of congressional policy, Congressman, 
entirely. I have stated here that as to the veterans in rural areas, if 
it is desired that they have a relatively fair opportunity to finance their 
housing needs, the machinery doesn’t exist at the moment to get that 
to them, other than through some expedient such as the direct loan 
program. Now, perhaps some other machinery might be devised. 
Perhaps you could subsidize those who would make those loans to 
these veterans. But I am saying that, as we sit here—and I am sure 
many bankers would agree with me; I have discussed it with them, 
and they do agree, many of them—the 4'-percent interest rate won't 
get loans in nonurban areas in many parts of this country, and 41% 
percent won’t get loans to veterans in some urban areas either. 

Mr. Epmonpson. I certainly appreciate the forehandedness that 
you are giving us here in viewing this situation, myself. 

Mr. Kina. [am just giving you my personal opinions, Congressman. 
Other people might differ very widely. 

Mr. Bontn. Well, Mr. King, we are asking your personal ete 
We are here for the purpose of obtaining a little enlightenment. If w 
cannot get it in these committee meetings, we feel then perhaps we 
have to go some place else to get the answers to these particular prob- 
lems with which we are faced, and the matters which eventu: ily ve 
will have to decide on the floor of the House of Representatives 

May I be permitted to gather a conclusion from what you have 
stated here? There is a possibility of a conspiracy among the banking 
and the lending institutions to force this rate of interest up, and also to 
increase the rate of interest on Government bonds? 

Mr. Kina. No, sir. I think that I have shaded my statement in 
one direction or another unintentionally if it is fair to derive that from 
anything I said. I only like to make statements that I can prove, 
Congressman. I think that the investment officers of banks and lend 
ing institutions are doing exactly what they have to do from the stand- 
point of that which must be their first consideration, namely, what is 
the best use for the funds that they are the trustees of, how they can 
most advantageously invest, in the light of current and prospective 
future conditions, the funds of their depositors or their beneficiaries. 

And I am perfectly sure that a great many of them, in trying to 
make that decision, would come independently to the same conclusion. 
I don’t think at all that that betokens conspiracy. I think that if 
either you or I were an officer of an institution that had to lend money 
over a long future term, and we thought that all the flags were flying 
in a direction that indicated a higher rate coming down the road, we 
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would invest in some kind of short-term Treasury’s, or we would even 
keep the money in the vault, rather than get ourselves out on a 
relatively unattractive commitment. 

Mr. Bonrn. I would like to ask another question. Mr. King, the 
reason I asked that question is that I have heard some bankers state 
that they feel that Treasury bonds and Government bonds are not 
yielding a high enough interest rate. Now, if there is a tendency to 
feel that in the future the Treasury is apt to make a decision to increase 
somewhat from what you stated, 2.86, perhaps, up to maybe 3 percent, 
if there is a reluctance on the part of commercial banking institutions, 
a desire to “stay away’’—because I understand that they are required 
under the law to take a certain percentage of their capital in Govern- 
ment bonds—if they try to remain away from that, it would naturally 
tend to compel the Treasury to increase those rates. I am not 
saying, when I asked you that question about a conspiracy, that it 
was referring directly to you, what you had stated. But gathering 
from what I have heard before, and hearing certain bankers mt aking 
statements which seemed to indicate that perhaps even on these 
veterans’ loans there is an effort to push the rate of interest up, I 
wanted to explore that area. 

Mr. Kine. I think that undoubtedly the prevalent opinion or the 
prevalent tendency among bankers is to take such action as would 
enable them to take advantage of the prospec tively higher yield factors 
that they might get by waiting. But I don’t think that that betokens 
concerted action on the part of any group of them. TI think you will 
find from time to time that all banks might be less inclined to lend 
money for particular purposes, but, because they see the economic 
flags flying in a certain direction, and they are of like training, they 
have like considerations which have to motivate what they are doing, 
and so you can figure that out of those like patterns there comes a like 
pattern of action. 

The Crarrman. I would like to ask you how much the increase 
from 4 to 4% percent will add to the cost of the veteran’s house. We 
are legislating for the veterans. 

Mr. Kina. On a 20- oy loan, the monthly factor on a $1,000 loan 
is $6.06. On a similar 4% percent loan, that monthly factor is $6.20. 
And on a 4'4-percent cae it is $6.33. 

Over that 20-vear life of that loan, those monthly factors add up to 
a cost differential of $33, as between a 4-percent and a 4%-percent 
lo: an, these factors all being per thousand dollars; so that figure would 
be $330 in the case of a $10,000 loan, and it would be $640 more in the 
case of a 4%-percent loan. 

To induce a little further clarity in connection with what I have 
said, we will put it this way: Those factors mean that between the 
oe. ate cost of a $10,000 loan on a 20-year basis, as between 4 and 

$ percent interest, the factor will be $640. 

The CuarrMan. I was told it would add a thousand dollars to the 
cost of the veteran’s house. 

Mr. Kine. When you get into a higher loan, Madam Chairman, 
that is so, and when you get into the higher maturity patterns which 
the law permits, that would be so. For example, the factor is $1,050 
on a 30-year loan at 444 percent interest. 

The CHarrman. I think it is very important to have that figure, 
because it is going to make a lot of difference to the veterans if that is 
done. 
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The Carer CierK. May I suggest, Madam Chairman, that the 
table he is quoting from be placed in the record? 

ry ‘ — zr ‘ é ‘ 

The CuarrMan. That will be done, without objection. 

(The table referred to is as follows:) 


Comparative cost and yield data 


- “re 1 , 14 ner-| 43 ~-| K ners 
Comparative cost per $1,000 monthly payment mortgages 4 per- | 4)4 per-| 4} per-| 434 per-| 5 per 





cent cent cent cent | cent 
20-year loans: | | 
Monthly payment: 
Total <2otteee : ee $6.06 | $6.20] $6.33] $6.47 $6. 60 
Increase Over 4 percent .......-- » SbSAbbasusdasde ickie< .14 27 .41 . 54 
Interest cost over life of loan 
PP OUEsdess -ctebsae lasddwbbabocpabaibataded 455.00 | 488.00 | 519.00 | 553.00 | 584.00 
Increase over 4 percent... - # 33.00 | 64.00 | 98.00} 129.00 
25-year loan | | 
Monthly payment: | 
Total ‘i 5. 28 5. 42 5. 56 5. 71 | 5. 85 
Increase over 4 percent , a 28 43 | . 57 
Interest cost over life of loan: | 
rotal . | 684.00 | 626.00 | 668.00 | 713.00) 755.00 
Increase Over 4 percent b3ée 42. 00 84.00 | 129.00 171. 00 
30-year loan 
Monthly payment: | | 
Potal 4.78 4. 92 5, 07 5. 22 5. 37 
Increase over 4 percent é saat .14 29 . 44 | 59 
Interest cost over life of loan: | 
Total | 721.00 | 772.00 | 826.00 | 880.00} 934.00 
In srease over 4 percent. me ‘ | ea 51.00 | 105.00 | 159.00 | 213.40 


Acquisition price (percent) 

Yield on 4-percent mortgages acquired at 
or below par 

100 99 98 97 96 95 


20-year loan: 





Held to maturity 4.03 4.15 4.27 4.39 4. 52 4.64 
Prepaid 12 years 4. 03 4.17 4.31 4.45 4. 59 4.73 
Prepaid 10 years 4.03 4.18 4.34 4.49 4. 65 4.81 
Prepaid 8 years | 4. 03 4. 21 4.38 4. 56 4.74 4. 92 
25-year loan 
Held to maturity ‘ 4.03 4.13 4. 23 4.33 4.44 4.54 
Prepaid 12 years ‘ ; 4. 03 4. 16 4.29 4. 42 4. 55 4. 68 
Prepaid 10 years , 4.63 4.18 4.32 4.47 4. 61 4.76 
Prepaid 8 years 4. 03 4. 20 4.37 4. 54 4.71 4. 88 
Sources: Monthly payment data, Financial Publishing Co.; yield data, FHA tables (semiannual basis— 


yield on monthly basis is about 0.04 less than shown above). 


The CHarrMan. The gentleman from Florida, Mr. Matthews? 

Mr. Marrsews. Mr. King, in your experiences os the private 
lending institutions, would you be willing to hazard a guess as to 
whether or not you think they would show any rédliitadibe if this 
Congress desired to appropriate more money for this direct loan 
program? 

Mr. Kina. I think that the answer to your question, Mr. Congress- 
man, is that direct lending on the part of the Government runs afoul 
of the ideology of the great majority of the officers of lending institu- 
tions. In the light of their conce pts, they cannot view with equanim- 
ity the use of any Federal appropriations to make money available 
where their money will not go. They have a point. They say, “You 
hold us to 4 percent, and we can’t make loans like that, and thet you 
hold a whip over our heads and say if we don’t, you will make them.” 
So you cannot expect that the majority of bankers or their representa- 
tives will do anything but oppose any increase in direct loan appro- 
priations. 


30971—53——_5 
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There are some that I have talked to that don’t think that the direct 
loan program as administered is too bad. And they don’t know any 
other way of getting money for these purposes into the rural area, 
except perhaps by a flexible interest rate. 

Mr. Marruews. Thank youso much. I am just going to take 1 or 
2 more minutes, and I hope my colleagues on the committee do not 
think I am philosophizing here in vain. 

The problem that it seems to me is getting acute is the problem 
not only of the rural veteran, the one who lives in the country, but 
the one who lives in the city. I come from a district in Florida that 
needs this rural program desperately, and they have been outspoken 
in their praise of it. In 15 counties there are only 2 counties that have 
more than 1 bank. Some counties only have one small bank in the 
whole geographical area of the county. The thing that is distressing 
me is that the veterans in the city areas cannot get the low interest 
rate from the large private institutions. 

Now, this is another question. I wonder if in your experience you 
know of any of these large lending institutions that have considered 
lending this money from a public-relations standpoint? In other 
words, it seems to me that here we come right to grips with this great 
problem of socialism and the Government extending itself into private 
enterprise. If there is a worthwhile project and the people of this 
country are so consecrated to it, if the conscience of private enterprise 
does not solve it, the Government will have to solve it through the 
Congress. And I was wondering whether these great institutions in 
your experience have realized the necessity of this lending program 
for, say, a public-relations gesture. 

Mr. Kina. I can assure you, Mr. Congressman, that it has been 
pointed out to them from time to time, both by Government people 
and by their own people. I think most of them have it in mind, but 
some of them view it with a little different weight than others. How- 
ever, by and large, I would say they do have the public-relations 
element of this in mind, but they are whipped by other considerations 
or feel it necessary to give predominance to other considerations when 
they make their decisions 

Mr. Mack. Madam Chairman, might I ask two questions? 

The CuarrMan. Yes, indeed. 

Mr. Mack. Mr. King, these moneys which the Congress provides 
for the direct loan: are they in what may be said to be a revolving 
fund? By that, I mean, are you allowed to take these moneys as 
they are paid back to the Veterans’ Administration and make new 
loans with them. 

Mr. Kina. Yes, sir. The law of 1951 extending the life of the 
direct-loan program did another thing that I forgot to mention, and 
that is that they made it a revolving fund. We have a total appro- 
priation at the current time which, for practical purposes, will round 
out at somewhere near $260 million. That we can revolve, so that 
we can reinvest any principal repayments on that sum. 

Mr. Mack. You have had $260 million to date in your revolving 
fund? 

Mr. Kina. It is about that factor. We had $238 million through 
December 31. That was a total of $220 million from the Treasury 
and $11 million from principal repayments and $7 million from sales. 
Now, all of those items are reinvestable. 
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Mr. Mack. In other words, out of this something in excess of $200 
million, you have been able to make about 27,000 direct loans? 

Mr. Kina. Yes, sir. 

Mr. Mack. In other words, if you secured an authorization of $25 
million a quarter, $100 million a year, you could make in the vicinity 
of 14,000 or 15,000 additional loans? 

Mr. Kina. 14,000 additional? 

Mr. Mack. You have made 27,000 with a little over $200 million. 
Another $100 million ought to increase that about, well 13,000. 

Mr. Kine. I am not that quick on figures, Congressman. Our 
turnover, despite the revolving factor of this program, is very slow. 
Out of that $238 million, we have so far had only $11 million back 
and $7'% million derived through sales, so that we have only actually 
been able to turn over about $18 million into additional loans. 

Mr. Mack. That will accelerate, of course, as time goes on? 

Mr. Kina. Yes, sir. 

The CHatrMAN. We have a very distinguished former member of 
our committee here, Congressman Elliott of Alabama. He introduced 
a bill similar to the one introduced by the chairman. 

Will you present your case? 


STATEMENT OF HON. CARL ELLIOTT, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ALABAMA 


Mr. Exuiorr. Thank you very much, Madam Chairman. I fee 
very much at home in this committee, where I spent 3 very happy 
years with our very fine chairman and other members of this 
committee. 

The CuarrMan. You made a very great contribution. 

Mr. Exvuiorr. Thank you very much. And since I left the com- 
mittee I feel that you have received a better man than I was in the 
person of my colleague from Alabama, Mr. Selden, here, and I am 
sure you all do enjoy working with him. 

Madam Chairman, it was my pleasure in the 82d Congress to be 
chairman of a subcommittee of this great committee that had under 
consideration the extension of the direct home-loan program, and I 
believe we passed, as a result of our study, the extension, under the 
number of H. R. 2681, maybe, or possibly H. R. 3681, and it later 
became a part, then, of the defense-housing law of the year 1951, I 
believe. ThislawwhichI had the privilege of sponsoring in the House, 
first placed this direct-loan program in a revolving fund. The $150 
million we had at that time went into a revolving fund and has been 
used over and over, as Mr. King’s office, here, has been able to dispose 
of the mortgages which the VA took and has collected in money 
through repayments of principal and interest. 

Then this committee, about a year ago, as I recall, did, I think, the 
very wise thing of adding to the funds in the re volving fund at the 
rate of about $25 million every 3 months, or about $100 million for a 
year. And since that time, as I understand, it has become very hard 
for the loan-guaranty office to sell these mortgages; and as a result we 
are now faced with the proposition of needing very badly, as I see it, 
additional funds to add to the revolving fund to bring this great service 
of providing home loans to veterans who live in areas where private 
financing is not available. 
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My interest in this problem is a continuing one. It led me to 
introduce my bill H. R. 2088, which provides for an extension of the 
revolving fund for making direct loans for a period of 2 additional 
years, or through June 30, 1953, and which would make additional 
funds available for the purpose of making the direct loans. 

My bill is very similar to, possibly identical with, bills by the 
chairman, Mrs. Rogers, and by Mr. Teague, now ranking minority 
member of this committee. 

I also note that my colleague from Alabama, Mr. Rains, has intro- 
duced a bill on this subject matter which also has for its purpose an 
extended and expanded direct-loan program. In passing I would like 
to say that the gentleman from Alabama, Mr. Rains, has achieved 
wide recognition for the work he has done in the field of housing as a 
member of the House Committee on Banking and Currency. His 
district in northeast Alabama adjoins the Seventh Alabama District 
which I have the honor to represent. Our two districts have many 
common problems. 

Now, | happen to represent a district that is shown by the 1950 
census to be composed of about 89 percent rural people. And up 
until we passed this direct loan program, there were counties in the 
7th Congressional District of Alabama, where no veteran at anytime 
had been able to obtain a GI loan for the purpose of building himself 
a home, or a farmhouse. 

Alabama has profited greatly by the operation of this law. Our 
chairman, Mrs. Rogers, just showed me a re port which indicates that 
under this law, 1,341 loans have been made in the rural areas of 
Alabama. 

Now, our banks are not to blame in the rural areas, I think, gener- 
ally, for the attitude that they take toward these loans. I talked to 
one of the bankers in my district last fall about this very problem. 
He operates a small bank in a small community. And he told me 
this. He said, “You know, we are able to make all the loans in 
about 6 weeks to take up all the money that we have each year.” 
Those loans are made primarily for farming purposes. And he said, 
“After we do this 6 weeks’ work as bankers, we sit in our office the 
rest of the time and talk to people and encourage them as best we can, 
but can’t loan them any money, because we don’t have any to loan.” 

Our banks would be happy, I think, to make these loans, in many 
instances at least, if they had the money with which to make them. 
But if they make a few of these loans, then they don’t have the money 
to finance the farming operations and lumbering operations and other 
things that go on in the rural areas of our country. 

[ think your committee, Madam Chairman, has done a very 
wonderful thing. I think you have made a very, very fine contribution 
to the cultural and economic and social life of America by setting up 
this direct loan program. And I hope that you will proceed from here 
to augment that program and pump a little more life into it to the 
extent that no boy who serves in the Armed Forces or girl who serves in 
the Armed Forces of this country will be deprived of the benefits that 
are provided for them merely because they live in an area where 
private financing is not available. 

We possess, this committee possesses, a position of great importance 
in this field. You are the residuum of authority to take some action 
in this situation. If you do not act, no change can be made. If the 
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ex-soldiers, the veterans, who live in areas where private financing is 
not available are to have the benefits of a GI loan program, only you 
can provide it. And there are some of our friends who say that it is a 
little socialistic for the Government to loan money to build a home for 
one of its veterans, but I say to you in my judgment it is rather a 
deterrent to socialism. If it be socialistic to loan a veteran money 
with which to build a home it is a type of socialism that private money 
lending agencies can easily eradicate by stepping in and making these 
loans. 

This program is going to make the Government money. Not a 
single dime will be lost on it. And I believe that the advantages of 
providing homes for our veterans in a system that does not cost the 
Government any money will pay dividends. It will be, so far as the 
future is concerned, just like stationing in each one of these homes a 
policeman against communism throughout the future of the lives of the 
people who live in those houses, 

Thank you very much, Madam Chairman. 

The CHarrMan. Mr. Elliott, may I make the suggestion that you 
tell the Members of the Congress what you have told us, on the floor 
of the Congress? 

Mr. Exuiorr. Yes, Madam Chairman, I will. 

The CuarrMan. I think it would be very helpful, because I think 
there is a very great misunderstanding about these loans at the pres- 
ent time. 

Mr. Evins. As the gentleman pointed out, a number of rural banks 
will not offer objection in the matter, but will favor it, because it 
makes additional capital available for long-term loans, whereas they 
are not in a position to make long-term loans for large amounts. 

[ think he has made a very good statement, Mr. Chairman. 

The CHarrman. It was excellent. He always does. 

Mr. Exuiorr. Thank you very much. 

The CuarrmMan. Thank you very much for appearing. 

Mr. Mariurarp. May I ask Mr. King a question, to develop one 
point? 

The CHarRMAN. Yes; please do. 

Mr. Mariiiarp. When you sell these loans, the direct loans, does 
the guaranty go with them? 

Mr. Kina. Yes. 

Mr. Mariurarp. In other words, they become a guaranteed loan 
if you are able to sell them to a private institution? 

Mr. Kina. As an inducement to the sale of these loans, we guaran- 
tee them fully, up to the statutory limit of sixty percent. 

Mr. Maiturarp. Then in effect, that loan goes out of your portfolio 
and becomes a guaranteed loan, and you can then loan that money out 
again on direct loan? 

Mr. Kina. Yes, sir; that is true. 

Mr. Maruurarp. Thank you. 

Mr. Lona. Madam Chairman, before we go, may J offer a little 
suggestion that I think will help the committee? 

The CuarrmMan. Yes; I would like to have it very much. 

And I would like to put before the committee the question of whether 
you want a hearing tomorrow morning or if you think you have heard 
enough wisdom today? 
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Mr. Lona. We are going to be coming here quite often, and I think 
all of us want to come and stay and do not want to get up and leave 
while the committee is deliberating. I just suggest that we all come 
at 10 o’clock, and that we leave in time to get over there for the meet- 
ing of the other body. Iam sure we do not want to be in session while 
they are at session, and most of us want to go at that time. 

The CuarrMan. I know many of us have things to do on the floor, 
and it is time to leave now. 

I think it was a very fine presentation, Mr. King, as always. 

Mr. Kine. Thank you, Madam Chairman. I enjoyed the privilege. 

The CuarrmMan. We stand adjourned until the call of the Chair. 

(Whereupon, at 11:50 a. m., the hearing was adjourned to the call 
of the Chair.) 
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CONTINUATION OF DIRECT HOUSING LOANS AND 
GRANTING ADDITIONAL FUNDS THEREFOR 


WEDNESDAY, MARCH 18, 1953 


House or REPRESENTATIVES, 
COMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C. 

The committee met, pursuant to call, at 10:10 a. m., in room 356, 
Old House Office Buildiné, Hon. Edith Nourse Rogers, chairman, 
presiding. 

The CHarrMan. The committee will please come to order. 

We are meeting this morning to continue our hearings on the legis- 
lation to extend the direct loan program for 2 additional years and to 
provide additional funds therefor. There are four bills pending before 
the committee—H. R. 27, 634, 2088, and 3052—all of which in one 
way or another extend this program. 

Last Thursday we received testimony from Mr. T. B. King, the 
administrator of the loan guaranty program of the Veterans’ Admin- 
istration, and I personally found his testimony was most helpful. I 
believe that the other committee members did, too. 

This morning we are to hear from the veterans’ organizations—the 
Veterans of Foreign Wars, the Disabled American Veterans, and 
AMVETS. 

I think probably you are anxious to leave, Congressman Rains, so 
we will hear you nght away on your bill, H. R. 3052. 


STATEMENT OF HON. ALBERT RAINS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ALABAMA 


Mr. Rains. Thank you very much. 

Madam Chairman and members of the committee, I appreciate 
very much the privilege of appearing before you and talking about 
not especially my bill but about the program of interest rates on 
veterans’ loans. 

I will have to apologize for the condition of my voice this morning, 
because | have had a terrific cold and I am hoarse. 

The CuarrMan. We can hear you. That is the main thing. 

Mr. Treacun. Will the Congressman yield before he proceeds too far 
in his statement? 

Mr. Rarns. I will be glad to yield. 

Mr. Tracur. I think the members of the committee should know 
that Mr. Rains was chairman of a subcommittee of the Committee 
on Banking and Currency that has taken up related matters, and he 
is very familiar with this field. 

I hope your committee does something about it over there. 
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Mr. Rats. I expect you are speaking of the bill on warranties on 
veterans’ housing. 

Mr. Tracusr. That is exactly right. 

Mr. Rats. I hope hearings will be held in the near future in our 
committee. Many members have es | an interest in it, and 
though it has nothing to do with this bill, it is very pertinent to 
veterans’ legislation. It seeks to correct one of the most. terrific 
problems facing the country. 

[ have written, Mr. Teague, to the members of the House and 
Senate Banking and Currency Committees, and I was pleased to see 
that we had support, perhaps not for the particular bill, but for some- 
thing along that line. 

The Cuarrman. The principle of it. Yes 

Mr. Rarns. I appreciate your kind re marks, Mr. Teague. 

Last year, I was chairman of the Subcommittee on Housing of the 
Committee on Banking and Currency, and we traveled over the coun- 
try, looking specifically into defective and shoddy construction of 
houses for veterans, under VA, FHA, and all kinds of Government- 
guaranteed financing. It was an eye opener, very frankly. And 
among the problems we ran into all over the country was that of secur- 
ing financing to build homes. 

‘For instance e, we turned up one day in Key West, Fla., and we found 
there had never been a veterans’ housing loan made in Key West, 
Fla.; the reason being there is no financial facility in Key West whic h 
would make 4-percent veterans’ loans. 

Well, of course, that was a field which needed some direct loans to 
veterans. I understand through Bill Lantaff, the Congressman from 
down there, that some direct loans have been made recently by the 
VA. 

I am one of those who does not believe too much in a direct-loan pro- 
gram of any kind; and yet I am convinced that it is the only way 
now for us to prevent the veterans from taking a very serious ribbing. 

In Miami, Fla., for instance, we found where builders and those who 
were financing the veterans’ lace were splitting the profits. It may 
be legal, but it looked shady to me, because the end result would be 
that the builder had to have his full profit, and the veteran would get a 
cheaper house for his money. 

We found throughout the country, a practice of requiring veterans 
to pay bonuses in order to get the loans. Then we found a great many 
places where loans were just not available at 4 percent. You go out 
into the rural areas of this country—and I speak of the small places, 
like in my State of Alabama—and country banks, as we refer to them, 
in towns of four or five thousand, are not going to make 4-percent 
loans to veterans when they ean lend to the farmer at 6, 

So the problem that we have is how to get the money to the veteran, 
first of all; and, secondly, how to get it to him at a reasonable rate. 

I noticed up in New York on that hearing there was plenty of 4-per- 
cent money at that time. Most of the money which comes out of the 
State of New York, and it seems to be most of the money available 
now for veterans and FHA loans, is from trust funds. 

The CuatrMan. They are considered good risks, then. 

Mr. Rains. That is right. But they do not want to spread those 
trust fund loans out across the country in the far-removed areas 
because of the cost. 
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| believe, and I think you agree with me, that if any article is in 
short supply, then the price ought to go up, but if you have an ade- 
quate supply, I cannot understand why the price should increase on 
that article. And today there is more money available on savings 
ready for lending in this country than ever before. Money is in long 
supply. And vet they want us to increase the loan rates on veterans 
above the usual 4 percent. That does not make sense to me. 

[ think it is perfectly clear that the great financial institutions in 
this country have said, ‘‘We are going to get more for our money.” 
And the insurance people and all the others have held off. They did 
it once before, and vet when we reactivated secondary markets and 
made provisions for direct loans, private capital moved back into the 
market at the direct-loan rate. Just as certain as this Congress raises 
the interest rate on VA loans, that will be the pattern across the 
country. Interest rates will go tumbling up. All types of loans will 
go up accordingly. 

I have no special pride of authorship in this bill I introduced. 
Perhaps it seeks to go too far. As you noticed in the bill, the amount 
set up is for the purpose of creating a revolving fund. That is the 
only reason that I put in the figure of $650 million. 

The CHatrmMan. What would you think of having the Veterans’ 
Administration make all of the loans, instead of going to the banks? 

Mr. Rains. Well, of course, I think it is better to have private 
capital in the program if it can be secured, but I do not think we 
can secure it when we give to private financial interests the upper 
hand. 

The CHarrMan. You feel, because the Administrator can go up to 
1% percent, they will make him do it? 

Mr. Rains. I do not think there is any doubt in the world but what 
that is correct. 

Mr. Evins. If you fix the interest rate at 4 percent and make an 
ample supply available through the revolving fund, then competition 
would have to meet that. 

Mr. Rarns. Nodoubt aboutit. That has been our experience down 
through all the years. 

When I come to realize that an increase of 1 percent on the average 
loan that is required to build the average veteran’s house today, 
would in the long run, in the payment of that loan cost the veteran 
at least a thousand dollars extra, somehow I just do not feel right 
about giving that kind of a deal to the Korean veteran, when we gave 
the boys who came back after World War II an entirely different one. 

The Cuatrman. They are having a rough deal anyway. 

Mr. Rarns. I think so. J think in a great many instances we have 
not given them the same break we have given to other veterans. 
And from what I hear, that war is just about as tough as any. So I 
think we ought to look at the fairness of the deal, and I think we ought 
to also remember we owe an obligation to veterans. It is my idea, 
because of the GI bill of rights which this Congress adopted as its 
rule and guide for veterans, we owe equal treatment to all veterans. 

I have some figures here on that if you will permit me to give them. 

The CuarrmMan. May I make a suggestion? 

Mr. Rarns, Yes. 

The CHairMan. I suggest that you tell the Congress about it on 
the floor. 
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Mr. Rasns. I would be delithted to do that, if I thovght they 
would listen to me. 

The Cuarrman. You will find they will read the record even if they 
are not there to hear you. 

Mr. Rains. I feel that the interest rate should not be raised for 
these reasons: There is agreement that an investor purchasing from 
an originating mortgage company receives a net yield which falls in 
the neighborhood of 3.2 percent. It is my contention that the only 
fair basis of comparisc on in judging the attractiveness of the GI 
4 percent loan is to relate its yield to the yield obtainable on Govern- 
ment bonds. Banks are buying those every day in ever-increasing 
quantities. Since the GI loan is guaranteed by the Government for 
the top 60 percent of the loan, it must be regarded for all practical 
purposes as a riskless security. The banks are not endangered in 
the slightest. 

This is an aside, but it interested me to find that as of last December, 
in the entire United States, out of all the thousands of direct loans 
made to veterans, only 16 of them had not been paid. So it is a 
good risk. 

When compared with Government bonds, the relative investment 
position of VA-guaranteed 4 percent loan shows up in a very favor- 
able light. 

Average yield and long-term Government bonds is approximately 
2.70, yet the average yield on a GI loan is 3.2. They want more 
money on what already is a good investment. 

Then, too, | do not know just where we are headed with the problem 
of interest rates. I note in the New York Times that municipal bonds 
of cities ary have been running at 1.70 now are hitting 3.20. Why 
is that? Is it simply because those financial interests are saying to 
those cities: “‘We don’t like your bonds any more,” unless we get a 
higher yield? Where does that affect the GI? I will tell you what 
is going to happen. Those bonds are tax-free, those municipal bonds, 
and they will remain tax-free, because this Congress cannot put taxes 
on municipal securities. We cannot rob Peter to pay Paul. So the 
result of that will be less and less purchasing of GI loans unless we 
establish an interest pattern. 

What I am saying to you and to the members of this great committee 
is what I have said to my own committee. It is time that the Congress 
looks into interest rates all across the board. And I have been preach- 
ing that before my own committee. But something must be done, 
or else not even 5 percent will get a GI loan financed in this country 

So as you look into the situation, 1 hope you will come to the 
same conclusion: That the Government, if it owes any debt to its 
veterans, if we are obligated to the veterans in respect to homes, sees 
to it that we give it to them at a rate that is not exorbitant. And 
there is only one way to do it now and that is to put a strong direct 
loan program in the hands of the Veterans’ Administration. 

The CaarrMan. How about letting them make all the loans? 

Mr. Rarns. | do not agree with the idea that the VA should make 
all the loans; that they should be made direct from the Government, 
I think the VA should be in a position to make them, if private 
interests would not make them, at a reasonable rate of interest. 

| think if we put that kind of law on the books it is clearly evident 
that private capital, plenty of it, will be found to do the job with. 
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Mr. Evins. Will the gentleman yield? 

Mr. Rarns. Yes. 

Mr. Evins. I believe you want to stress two points, as I gather from 
your testimony: Not only that the interest rate should be fixed at a 
stipulated figure and it should not be raised from what it has been in 
the past, but that, secondly, the funds available for loans should be 
increased so that the money will be available. 

Mr. Ratins. That is exactly it. 

Mr. Evins. And your bill increases the amount of the authorization 
by $500 million, which means a $500 million increase in the amount of 
the revolving fund for direct loans 

Mr. Rains. And that is exactly the idea I have first of all. If we 
put just a tiny amount in here for direct loans, it would not start the 
wheels to rolling at all. In other words, the financial interests will say, 
“Well, that is just another driblet. It amounts to nothing.’ And 
they will sit tight. 

But if they see that we have put sufficient in the revolving fund, 
it will start the ball to rolling. 

Some people will say, “He is arguing to put the Government in 
business.” Well, I will tell you very frankly that as I understand it, 
the Government is in business for the veterans. We are in business 
by paying them compensation, by paying for their hospital and 
medical care. I do not know of anybody who doubts but that that 
is what we should do. If that is true, then, why should we back off 
on one other angle that is just as important to the veteran and i 
guaranteed to him just as much? 

Mr. Evins. As Henry Clay said, when a veteran or any man be- 
comes a home owner ‘‘a good citize ‘nis born.” 

Mr. Rains. Thatis true. That is my feeling. 

Mr. Matrruews. Congressman, it is true, too, that the Government 
is in business and guaranteeing the profits in the defense contracts; 
is it not? 

Mr. Rarns. [have no doubt about it. It is also true that the banks, 
as I stated here a moment ago, and these financial institutions, have a 
bonanza in all of the guaranteed loans of the Government. All they 
do is step in and furnish the money, and the Government says, “If 
there is anything wrong with the payment, we will pick up the check.” 

So I see no complaint about that. 

Mr. Genrry. Banks have never paid as much money in their 
history as in the last few years. 

Mr. Rarns. That is right. 

Mr. Treacuer. Albert, do you think it is good or bad, for the veteran 
and for the country as a whole, that it be a little difficult for a veteran 
to get a loan? If there is not too much money and if it is not too 
available? 

Mr. Ratrns. I think this: I have found a lot of things I feel the 
veterans ought to know, in my investigation. One of them is that 
there did not seem to be among some veterans the full realization of 
what they were getting into when the »y bought a house. In other 
words, some veterans seemed to buy it with the same idea that you 
buy a package of cigarettes—just another deal. 

Of course, ‘T agree with your idea that we do not want the veterans 
housing program to become a sop and a hurt to veterans. But the 
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funds ought to be available for the deserving veteran at a reasonable 
rate. 

The CHarrMan. Really, it is an investment in the future of the 
country, and also the Government will not lose money. 

Mr. Rarns. I do not think there is any doubt about it, if we handle 
the legislation as it should be handled in the future, the Government 
will not lose money on the overall veterans’ program. 

The CHarrMan. The gentleman from Louisiana, Mr. Long. 

Mr. Lone. The thing that worries me is this: I am for getting 
money as cheaply as we can for the veterans, but here is the argument 
we are going to run up against. When we take this bill to the floor 
of Congress, the bankers and banking interests are coming in there, 
and here is what they are going to say, and you are going to have to 
be ready to meet that kind of an argument. In fact, they are already 
saying it. Some of them have already called on me, and I imagine 
thev have called on the rest of these Congressmen. 

Mr. Ratns. They have called on me; ves. 

Mr. Lone. They say, ‘“‘We have plenty of places where we can put 
our money at a higher rate, and if vou do not give us our rate we will 
put the money somewhere else.’’ That is the argument you are going 
to have to fight when you get on the floor. 

They are going to say that all we will be doing is going into the loan 
business; that we are not going to be able to force these people to do 
this, because they have investments in which they can invest the 
money otherwise. They claim they can invest all the money they 
can get hold of at a higher rate. 

Mr. Ratns. You are right, Doctor, in saying that is their argument. 
Naturally, on the Committee on Banking and Currency, I hear the 
argument often. 

Mr. Lone. We understand the argument, but how are we going to 
meet it? 

Mr. Rarns. That is our problem. 
Mr. Lone. And how are we going to make other people understand 
it? 

Mir. Rarns. That is our problem; yes. The truth of the business is 
that the place where they are putting most of their money today is 
in Government bonds, and they do not have as good a yield as the 
t-percent GI loan. And I seriously doubt the statement that they 
would be able, once we set the rate firmly at 4 percent, to put all that 
money into other and more profitable investments. Because, if we 
were to do that, that would establish a pattern, in my judgment, or 
would help to do it, at any rate. 

However, that is their argument, and I agree with you thoroughly. 

Mr. Lone. I think that is the only thing we have got to overcome: 
the argument that we would just be in the loan business; that they 
have plenty of places to put their money anyway and do not have to 
have our loans. 

Mr. Ratns. That is right. 

Mr. Lona. I think that is the hill we have got to climb. 

Mr. Ratns. No doubt about it. 

Mr. Aparr. Would the gentleman yield, please? 

Congressman, how was this figure of $650 million reached, this 
amount you propose to put in the fund? 
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Mr. Rarns. Well, as I remember it, in the other one we had $150 
million. Let me see just a minute, here. 

Yes; the authorization was $150 million. And my intention was to 
increase that substantially, in the hope it would become a revolving 
fund ; in other words, as it worked in, we wouldn’t have to continually 
put driblets back into the fund as we have had to do in the past. 

Mr. Apatr. The present fund is, in effect, a revolving fund, likewise? 

Mr. Ratns. Yes, but I do not think it is large enough to actually 
become one. That was my idea. As I said, I am not stuck to these 
figures, not even to the bill itself. But, if we enact legislation of this 
kind, I think the authorization should be sufficient to furnish complete 
evidence that we meant what we said; that we intended that to become 
the pattern, and that if necessary we would make direct loans. I think 
that is the only way we will ever be able to get it done. 

Mr. Aparr. There has been some testimony before this committee 
that the present figure is not too far short, though it is short; that is, 
the $150 million. 

Mr. Rarns. I will say that I did not confer with Mr. King or with 
General Gray or anyone. It was just my own arbitrary figure. 

Mr. Aparr. Then, if a study would indicate that the figure was too 
high, you are interested in the principle, and not that figure? 

Mr. Rains. Absolutely, Mr. Adair. Absolutely. 1 would not 
stick out for that particular figure. 

Now, of course, as I understand, you have had General Gray and 
Mr. King before the committee. At the time I worked on this, I 
had statements which General Gray and Mr. King had made before 
the Senate Banking and Currency Committee, in which they rather 
strongly substantiate the viewpoint that there is no need presently 
to raise it. 1 agree with their statements as made before that com- 
mittee, and I assume they were the same before your committee with 
one exception: If you leave it just as it is, without any further atten- 
tion to direct loans, in certain great areas like yours, Doctor, and mine, 
throughout the country, those veterans are not going to get those 
loans, because there is plenty of money, as I said, in and adjacent to 
New York and Boston and other great financial centers, but it is not 
spread out across the country. 

Mr. Lone. That is right. 

Mr. Rarns. So, even though they say that it can stay as it is, that 
the program is rolling along, it is not reaching out across the country. 
That is my feeling about it. 

The CuatrmMan. Will the gentleman yield to the gentleman from 
California? 

Mr. Mariuiarpb. There is one thing I can foresee also that worries 
me a little bit. As I understood Mr. King’s testimony the other day, 
the Veteran’s Administration pays the Treasury 2 percent on this 
money. The other 2 percent is in operating costs and so forth. 

Mr. Rains. | think that is right. 

Mr. Mariurarp. Well, if what we hear is true, that general money 
rates are going to increase, then you are in a rather awkward position 
to make the statement that this program does not cost the Government 
any money. Because if the Treasury is paying 2 or 3 percent for 
the money and getting back only 2 percent for this program, there is 
a net loss to the Government. And that is going to be brought out 
by those who would like to see this program cut down. 
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Mr. Ratns. When I said there were no losses to the Government, 
I was speaking of losses on mortgages, and guaranties, and so forth, 
and not on money that may be borrowed from the Treasury. I 
simply say this, in answer to that: That is not a good answer to the 
problem, because definitely there is a loss on hospitals, pensions, and 
everything else to the veteran. This stands in an entirely different 
category, in my judgment, than the ordinary expense. Some of us 
were here in the days of the so-called GI Bill of Rights, and I know 
[ cannot separate this obligation on the part of the Congress from 
the one to provide hospitals and all the others. That was written 
into the same bill, given the same emphasis. 

Mr. Maruurarp. I was saying that, in connection with this adher- 
ence to the 4-percent rate, | think your position as far as equity is 
concerned is very right and very clear; that if it was fair for one 
group of veterans it ought to be fair for the next group of veterans. 
But | am concerned with the arguments that would be put up, if the 
general interest rates go up, to the effect that the discrepancy, if 
there be one, will tend to increase. In other words, the cost of the 
program will go up. 

Mr. Rarns. It is the general trend of interest rates going up that 
disturbs me. Very frankly, there is no need for a general interest- 
rate increase. As I stated a moment ago, you can check the banks of 
this country, and there is more money available to be lent than ever 
before. What rule of economy or economics is there that says “If 
there is anything that is in long supply, increase the price’? What is 
happening? The pattern the Federal Government sets on the GI 
and FHA loans will be the pattern for the interest rates. If we refuse 
to change that pattern, the interest rates will not go up across the 
country. And why should they? They are making more money 
now than they have ever made before on their investments. There is 
absolutely no reason to increase interest rates. If money were short, 
if we did not have it, and if it were not available, I could see the logic 
of that argument. 

As I mentioned a moment ago, why increase interest rates on 
municipal bonds? They are tax free. I see a very definite trend 
toward raising the entire cost of living of the American people, just 
because of the raise in interest rates. And, if we break the dike 
here, the flood is going to come rolling in, and the rates will go up all 
the way across the board. That, along with my feeling that we should 
look after the veterans, is basically the reason why I hope that the 
Government will sit tight on its interest rate. That will stop that 
trend, in my judgment. 

Mr. Cuarrman. Did you have a question, Mr. Cretella? 

Mr. Crerecita. Yes. What I wanted to do was to try to reconcile 
the testimony of Mr. Rains with that of Mr. King the other day. 

I think your testimony today, Mr. Rains, was that money is tight 
in Mr. Long’s district and in your State. 

Mr. Rarns. I think that is right. 

Mr. CretTetua. Because of the fact that the money centers of the 
world, or at least of the country, have the funds available. 

The testimony given by Mr. King the other day was the reverse of 
that, that direct loans are not made in large centers, because of the 
fact that banks are there to make the loans, and the pattern does not 


go into it. 
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Mr. Rains. Well, you misunderstood me. That is exactly what I 
said. I said the money was available around the great centers. Private 
money is available. There are no direct loans made in any cities over 
50,000 and never have been. The direct loans now have only been 
working in those areas away from the great cities. 

The point I meant to make, and maybe I did not make myself clear, 
is that the money is presently available at 4 percent around the great 
cities like New York, but it is not presenily available around the 
country sections at ihat rate. For that reason I think you have to 
have a direct loan. 

Mr. Crerexua. I think his testimony was to the effect that because 
of that situation the money was available away from the centers 
through the direct Government loan rather than through the bank. 

Mr. Rains. Well, that is correct. But he also said, and I am 
looking at his testimony now, that rural areas, quoting Mr. King’s 
testimony before the Senate committee, face this situation: 

It commonly would take 5, 6, or even more percent to get money out of the 
country bank, and they are not equipped to make these loans anyway, staffwise. 

This committee, in considering those questions a year ago and in previous 
years, has thought that the allocation of some money for direct-loan purposes 
was the thing needed to take care of the rural areas. And VA in its allocations, 
although it has made around 2,600 out of 3,100 counties in the United States 
eligible for direct loans, does not have any metropolitan or large urban center 
eligible for direct lending. 

That was quoting from Mr. King’s statement before the Senate com- 
mittee, and I assume it is about the same as he testified here. 

Mr. Creretia. Thank you. 

Mr. Rains. In other words, what I think is that you would have 
to have a direct-loan program in order to get money out in the rural 
sections of the country. 

Thank you very much. 

The CxHarrman. The gentleman from New Jersey, Mr. Freling- 
huysen has a question. 

Mr. FretincHuysen. Madam Chairman, I was just wondering 
about the philosophy Mr. Rains was just expressing. 

Did I understand you to say you thought it was purely a propa- 
ganda move by the big financial interests which was leading to the 
possibility that there would be an increase in interest rates? 

Mr. Rarns. I don’t think it is purely that; no. There are other 
things that enter into it. But I do say they are not on a sound 
basis in insisting on interest rates being raised when their coffers are 
filled with money which they want to lend, and never before in the 
history of the country have interest rates gone up when money 
was in long supply. 

Mr. FreLINGHUYSEN. You talked about the selfish interests and 
the increase in the rates on municipal bonds as if that was something 
that would be controlled apart from what the Government is going 
to do, what its policy is going to be, apparently; that selfish interests 
have been able to manipulate as they see fit. 

» Mr. Rains. Yes, I say that the great financial interests in this 
country, can influence interest rates. 

Mr. FretiInGHvUySsEN. I am sure we are both in agreement, Mr. 
Rains, that it has something to do with governmental policy. You 
mentioned holding the dikes, and so on. You do not, surely, think 
that just in this field alone that we are considering, the holding of a 
dike here would prevent an increase in interest rates generally? 
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Mr. Rarns. No, I think I can concur with you completely on the 
idea that when you say “holding the dikes,” governmental policy has 
something to do with it, and I have an idea that I can vote right along- 
side you to cut the expenditures of the Government right on down. 
So as I stated a moment ago, I do not happen to be one who goes 
along with some of the ideas that Government spending has nothing 
to do with this. 

But unless we set the pattern, we are helping to break the dike. 
That is my idea. And I think we are obligated to do that in the case 
of the veterans. 

Mr. FreLINGHUYSEN. | am not suggesting we are not obligated to. 
1 was just a little puzzled over your point of view. 

Mr. Evins. What Mr. Rains is trying to do is to save the veteran 
a thousand dollars on his home. That change in interest rate would 
mean a thousand dollars increase to the veteran. 

Mr. Rains. That is about right; ves. 

Mr. Ayres. Under the present setup, the regional VA administrator 
has the right to determine who would be eligible for direct loans? 

Mr. Rains. That is right. 

Mr. Ayres. Under your proposal to increase the amount of money 
available for direct loans, would you also advocate that all areas be 
elizible for direct loans? 

Mr. Rats. I think all areas ought to be eligible. However, I think 
it should be left up to the VA as to which ones they believe need it, 
to make them eligible, you see. I do not think anyone should just be 
excluded by law. 

Mr. Ayres. But are vou not saying that by making more money 
available for direct loans, and by being definite and assuring the finan- 
cial interests that they are not going to get an increase in the interest 
rate, if more money is available on the direct-loan basis, then there 
will be willingness on the part of the lending institutions to make 
GI loans available? 

Mr. Rains. That is what I think will happen. That is what has 
happened in the past. 

Mr. Ayres. In your judgment, having gone into this as thoroughly 
as you have, and thinking now of an individual veteran in an area that 
has not been declared eligible for direct loans, what would be his 
attitude toward this committee if he still did not get a loan? 

Mr. Rains. Well, as I stated a moment ago, I think we must give 
the Veterans’ Administration the authority over the operation of 
these various laws, the administration of them. I think the Veterans’ 
Administration should be given authority, and I think this bill does 
give it authority, to establish areas wherever it is needed for direct 
loans. I do not see where that would be any problem at all. In 
other words, if the money is not available, the VA should have the 
authority to establish it as an area that is eligible for VA loans, direct 
loans. 

Mr. Ayres. Then, in summing up your testimony here this morning, 
your position is that it is a deliberate holdout on the part of the lending 
institutions of this country? 

Mr. Rarys. I do not want to use the term “deliberate holdout.” I 
am just saying, what thev actually want to do is to wait ahd get a 
higher interest rate, and that they are holding their money off of GI 
loans for that reason. 





CONTINUATION OF DIRECT HOUSING LOANS 415 


Mr. Ayres. In other words, they learned in 2 years that it was a 
good investment at 4 percent, but they realized it would be much 
better at 4%. Is that your position? 

Mr. Ratns. Well, of course, that is not hard for them to realize. 
That would be easy for any of us to realize, that it would be better 

t 4% than it would be at 4. 

Mr. Ayres. The reason I asked the question, Mr. Rains: There have 
been literally hundreds of letters that have come in from small lending 
institutions who have been very anxious and willing up until a year 
ago to accept these loans. We have statements from over 50 savings 
and loan associations throughout the country who have invested in 
the past up to almost 50 percent and in many instances more than 
50 percent of their available capital in GI loans. But they go on to 
prove, in a very definite and precise manner, that it is not that they 
do not want to help the veteran, and it is not that they do not want 
to put out the loans, but, with rising costs on the money they have 
to spend, they cannot afford to continue to invest their remaining 
capite al in the G [ loans. 

Mr. Rarns. Well, I am sure you would realize that, being a member 
of the Banking and Currency Committee as I am, and having served 
as chairman of the Subcommittee on Housing, I have had literally 
hundreds of those letters. But you put your finger on their problem 
when you said something about the rising cost of money. And when 
we allow an increase, we are going to make that cost even more. That 
is why it will take a direct loan in the hope that the interest rates on 
the omer y which they are using will not rise. 

Mr. Ayres. Well, suppose, Mr. Rains, they prove their case to the 
satisfaction of this committee, that they cannot make loans at the 
present 4-percent rate? 

Mr. Rats. Yes. 

Mr. Ayres. Then are we on safe grounds, from your experience, 
through your Banking and Currency Committee, to assume that the 
rate that they have to pay for the money they are going to lend will 
come down? 

Mr. Rains. No; I do not say that. But I go one step further. 
Whether it comes down or not, are we on safe ground, as Members of 
Congress, with an obligation to the veterans, to say that because it 
does not come down we cannot do anything about the interest rate? 
I think that we have got to face the proposition in the hope that it 


will come down, that it will stabilize it. But whether it does or not, 
I think the veterans have a good case when they say, “Well, you did 
not give us the same break you gave the rest of them.” We give it 


to them on certain other items. Why step aside on this? 

Mr. Ayres. Well, to that extent you can carry it to the extreme of 
saying we have not given them the same break on the cost of living. 

Mr. Ratns. Yes; that is true. 

Mr. Ayres. Mr. King pointed out in his testimony the other day 
that there would be considerable criticism if the Congress gave the 
organization a club and said, “If you do not do it, we will.”” Because 
that could be carried into other fields, such as public power or anything 
serving the interest of the general public, aside from veterans. Are we 
not setting a precedent when we increase the funds and admit that it 
is a club over them? 
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Mr. Ratns. Were we not setting a precedent when we put FHA 
loans at 4% percent, and when we put the VA loans at 4 percent? 
Certainly we were setting a precedent. We were saying, ‘This is 


what is fair and reasonable.’’ And you use the expression that we 
put a club over their head. Every time we enact a law, we put a 
club over somebody’s head, else we would not enact the law. I do 


not like to use the word “club,’”’ but that is why we pass a law, to 
get a certain job done. It is not a threat. It is merely a policy on 
the part of this Congress saying, ‘“‘We feel we owe this to the veterans.”’ 
And I do not see where it is a threat of any kind. And I am not a 
good-enough student of finance to tell you, but I do not see where 
they are going to get hurt on the yield on money at 4 percent, when 
that is more than the bonds which the "y are now buying yield. 

Mr. Ayres. Well, it would be somewhat discriminatory if the direct- 
loan sum is increased. And I certainly appreciate the thoroughness 
with which you have gone into it. But it would be somewhat dis- 
criminatory if that is increased, and the veteran in the metropolitan 
area who is not eligible for the direct loan 

Mr. Rarns. I do not get.that. I would not want to be discrimina- 
tory toward anyone. 

Mr. Ayres. Well, here is what I am getting at. Suppose there is 
plenty of money available for these areas where the lending institu- 
tions, as you pointed out, and I think as most of us agree, are not set 
up personnelwise to handle GI loans, so therefore they are eligible for 
direct loans, and there is plenty of money available if a veteran in that 
area wants a house. But the lending institutions in the metropolitan 
areas still do not make any effort to buy GI loans. Then the veteran 
who lives in that area, unless the VA expands its program and says, ‘If 
you live in a city of a hundred thousand, you are still eligible for 
direct loans,’ the veteran in the outlying area would be getting a 
home that the veteran in the other area would not be able to get. 

Mr. Rarns. I cannot see that 

Mr. Ayres. Maybe I am not clear, but at the present time the 
veteran in the metropolitan area cannot get a GI loan. But if there 
is money available, if there is money left in the direct loan program, 
the man in the rural area can get a direct loan. 

Mr. Rartns. Yes. 

Mr. Ayres. What I am saying is that if we increase this amount and 
the VA did not change their position in the metropolitan areas and the 
lending institutions still did not buy GI loans, the veteran in the 
metropolitan area is not going to get a house. 

Mr. Rats. Well, my understanding is that even now money is 
available in the metropolitan areas, but if it is not, the VA should cer- 
tainly set up the machinery to where the man in the metropolitan 
area can get the same consideration and treatment as the one did 
who was out in the rural area. I would not favor that kind of a dis- 
crimination at all. That would be bad. 

Mr. Evins. I think one of the reasons for that was to keep the 
metropolitan area from absorbing immediately all the money avail- 
able. It was to allocate it. 

Mr. Ayres. Based on the assumption that the lending institutions 
in the metropolitan area were going to buy GI loans, which at the 
present time they are not doing in any considerable amount; not nearly 
enough to take care of the demand. 
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Mr. Rains. That is correct. I am quite sure that is right. But I 
think that the program ought to be expanded sufficiently to get the 
job done. 

I appreciate the time, Mrs. Rogers and gentlemen. And I commend 
all of you for the study you are making, and I hope you will get the 
answers. I am frank to tell you I do not know all the answers and 
do not know whether anyone else does. 

The CHarrMan. The committee is very much interested in this 
matter you have gone into. 

Mr. Ayres. We are starting out this week, Mr. Rains, to try to get 
into it, and we will appreciate your counsel and advice when we come 
back. 

Mr. Rarns. I would like to talk to you when you come back 

Mr. Traaur. Do you believe the interest rates should be left 
flexible in the hands of the Administrator, or passed as a law by 
Conert ss? 

Mr. Rats. I think it ought to be left where there is some leeway 
I do not think you can just absolutely pin it like that. 

Mr. Tracur. Of course, Congress could change it at any time. 

Mr. Rars. Congress could change it at any time. I think we 
ought to give the Administrator some leeway. In other words, | 
think the present law along that line establishing it at 4 to 4% 

The CuarrMan. Four, and you can go up to four and a half. 

Mr. Rarns. And what is the FHA? Four to four and a quarter? 
I think that is right. 

Mr. Traaur. If you were a lending agency and had a considerable 
amount of money and were going to make loans, would you hold your 
money back longer when one man was changing his mind, or would 
you hold it back longer on the Congress changing the interest rate? 

Mr. Rats. In this country the people have come to know that 
whatever Congress does has very great effect on the economy of this 
country one way or the other. And if [ were a businessman, and | 
saw Congress take definite action, I doubt that I would hold that 
money back if I could make a profit on it. That is my own feeling 
about it. And I think presently if 1 had money—which I do not have 
at all—the best investment I can see, of course, would be these 3 and 
3.2 municipal bonds, tax free. And that is where the money is going 
to be going soon. 

Mr. Sprincer. Madam Chairman, may I ask one question? 

The CHarrMan. Certainly, Mr. Springer. 

Mr. Sprincer. We have not had a lot of difficulty, but we have had 
some. In talking with the lending institutions as I have, I find this 
problem, that actually when you take one of these GI loans, it does 
take considerable supervising. That is, by the time you get through 
with the red tape, and so forth, concerned with it, unless that institu- 
tion is set up to actually handle that type of a thing, it does not turn 
out to be profitable for them to undertake it. , 

Now, the ones I have watched, that have taken it, have set up a 
department to handle GI loans and others related to them, or actually 
they have the machinery in the bank or in the lending institution to 
already handle and do this thing. 

Now, to the average lending institution that does not have that, 
but, we will say, lends on an open note, which needs no supervision 
except to take the mortgage, and so forth, and it is not an installment- 
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payment proposition, they are going to lean toward lending to that 
type of a proposition. 

Mr. Rarns. Sure. 

Mr. Sprincer. And that is what they frankly have told me. That 
is, as a general proposition, the smaller banks that I have talked to. 

Mr. Rains. I agree with you. And my section apparently is like 
yours, Mr. Springer. Only 2 or 3 banks in my entire congressional 
district are actuslly set up to make GI loans, even though they are very 
profitable. If you were to raise the interest rates tomorrow to 5 per- 
cent, there are only a few banks and lending institutions in my area 
- at would make even that loan, because they are not set up, as you 

y, todo that. That is not the type of loan that they can do. 

So that is why I think that in those areas you nearly have to have 
some kind of a direct loan job. Because the financial institutions 
that we have, even though the interest rate was very high, still will not 
make those loans. 

Mr. Sprincer. Mr Rains, let me ask you this question. And it is 
purely a matter of information. In your general area, is it not the 
case that the actual standard percentage on a loan, that is, the interest 
rate, is a little higher than it is up here? 

Mr. Rarns. Oh, yes; that is true. 

Mr. Sprrncer. Can you pass an opinion as to what that problem is? 

Mr. Rarns. I cannot say exactly. I will say this: Interest rates 
in our section in recent years have come down considerably. Of 
course, the legal interest rate in the State of Alabama, the highest you 
can charge, is 6 percent by law. But business loans are made now, 
though they were formerly not made at this rate at all, at as low as 
2 percent. However, the interest rate generally is a bit higher in our 
section than it is here and on up east. I am quite sure of that. 

Mr. Sprincer. And does not that raise a greater problem for you 
in your area than it does in some of the others? 

Mr. Rarns. There is no doubt but that that is true. 

Mr. Sprincer. Now, this was brought to me by a person in Georgia. 
In talking with him, he discussed this problem and I could see from 
what he told me that it was his opinion that throughout the South, 
the interest rate being a little higher, it presented a problem of finding 
lending institutions that would be willing to take them at 4 percent. 

Personally, I have not been in favor of increasing it, but I do know 
that down there you have a little problem. 

Mr. Rarns. That is right. 

Thank you, Mrs. Rogers, and gentlemen. 

The Cuarrman. Thank you very much, Mr. Rains. It has been 
very interesting. 

Mr. Evins. Madam Chairman, may I at this point have included 
in the record an editorial from the Disabled Ame rican Veterans’ 
magazine of March 10, 1953, regarding interest rates? This editorial 
does not confine it to the South. It speaks about a | survey all over 
the United States, and it starts off by stating that interest rates have 
been made available in Boston and Baltimore within the last year at 
3 percent, whereas in California it has been 5 and 6 percent. So it 
is a problem all over the United States and is not confined to any 
particular area, and I think it is a well written editorial with some 
helpful information for the committee. 

The CuarrmMan. Without objection, it is so ordered. 

(The editorial referred to is as follows:) 
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INTEREST RATE 


It is difficult to adjust such a thing as the interest rate on first morgtages for 
homes and small businesses on a national basis. The rate for these loans varies 
considerably from coast to coast For example, within the past 2 years, mortgage 
money, if it could be vell secured, was offered in Boston, Mass., and Baltimore, 
Md., at 3 percent. 

At the same time, interest rates in California were 5 and 6 percent 

In Cincinnati, Ohio, the standard rate paid to depositors for home savings and 
loan money is 3 to 3% percent. If anyone were to make a profit on this money 
he would have to loan it at 5 to 6 percent. 

One fact is that savings and loan organizations operate under State laws; 
further, they are reluctant to loan out their money on less than a 2- or 244-percent 
margin. In fact, it is doubtful that they could. 

The Disabled American Veterans has on record Housing Resolution No. 83, 
which is as follows: 

‘“‘Whereas, under the present law, direct loans by the Veterans Administration 
are not available to a veteran in an area where 4-percent money is available 
through commercial agencies; and 

‘“‘Whereas commercial lending agencies invariably refuse to loan to a veteran 
who, because of physical disabilities, is uninsurable, and 

“Whereas most of our seriously war time disabled veterans are uninsurable, 
this law in its present form, discriminates against the disabled veteran and has 
the effect of denying him privileges to which veterans who did not suffer wounds 
in service are intitled: Now, therefore, be it 

Resolved by the National Convention of the Disabled American Veterans That we 
do hereby request that steps be taken to liberalize this law so that direct VA loans 
may be made in an area to a disabled veteran who is unable to obtain an insured 
loan through regular agencies.” 

To our knowledge the DAV has no mandate covering the present problem, 
namely: That a 4% to % percent raise be granted in order to make more money 
available. But we do not have the recent statement of National Commander 
Floyd L. Ming to the effect that 

‘‘We shall oppose with all the vigor at our command any efforts to increase 
either administratively or by legislation the interest rates on Veterans’ Admin- 
istration guaranteed home or business loans.”’ 

Again, we have this recent word from the California Department of Veterans 
Affairs at Sacramento: 

‘There will be no increase this year in the 3 percent interest rate charged 
veterans who finance farms and homes under the State’s low-interest purchase 
plan. 

“On the basis of a study just completed by the State department of veterans 
affairs, the board sees no reason for an increase in 1953 on existing farm and 
home contracts, or on new contracts, issued during the remainder of the cal- 
endar year.” 

Now if the State of California, where regular mortgage money ranges from 
5 to 6 percent, can get plenty of mortgage money at 3 percent, would it not be 
worthwhile for the rest of the States to get busy on such a plan? 

It may well be a thing for which it is difficult to have one blanket rule covering 
the entire United States of America. Sectional differences being what they are 


there is a multitude of conditions over which individuals have no control. Sut 
nevertheless, those with money to loan will inevitably shift toward investments 
with greater returns. In the meantime, the GI loan program in many commu- 


nities, is bogged down. 


The CuarrmMan. Congressman Dowdy, of Texas, will be allowed to 
insert a statement at this point in the record, without objection. 
(The statement referred to is as follows:) 


STATEMENT BY CONGRESSMAN JOHN Dowpy, SeventH District or Texas 


Madam Chairman, members of the committee, I sincerely appreciate the oppor- 
tunity of being permitted to appear before you to express My views concerning 
the veterans’ direct-loan program. I represent the Seventh District of Texas, 
which is a large rural district in the eastern part of the State. I have no town 
in the Seventh District larger than 13,000 population and we have never had 
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many Veterans’ Administration guaranteed loans made by local banks and lending 
nstitutions. During the early a avs of the Veterans’ Administration guaranteed- 
oan program when the interest rate was more attractive than it is today, lending 


nstitutions made a few guaranteed loans around the larger towns. At the 
present time these loans have practically ceased and the only ones being made 
are for public-relations purposes to customers of long standing of the banks. We 
have never had any speculative building of subdivis‘ons in my district and there 
has been no attraction for large amounts of capital from the insurance companies 


and other large lending institutions seeking big investments. 
If the veterans of my district, and I include both the farm veterans as well as 
ft } 


hose residing in the cities of the Seventh Congressional District, are to receive 





equitable treatment, it must be through the direct-loan program. I understand 
that in the past funds have been made available at the rate of $25 million per 
quarter and that several of the pending bills before the committee propose to 
continue the program at that rat I do not assume to advise the committee as to 
the exact scope of the ‘am they should provide, I can say that the program 








in the past, based on lillion per quarter, has been a minimum and there is a 
long waiting list at the present time That waiting list would be much longer if 
the veterans thought that they could secure approval of an application; it is 
generally understood, however, that it takes © tae manton | » complete a loan and 
that there is a large waiting list. For these reasons a great many veterans who 
otne would, do not bother to make applic ation 

I ry happy that the committee is giving priorits consideration to this 
egi and wish in behalf of the World War II and Korean veterans 

my district, that the direct-loan program be extended without dealy 

Madam Chairman, I appreciate the opportunity of appearing before your 


committe 


The CuarrmMan. Mr. Ketchum, of the Veterans of Foreign Wars 
are you ready to testify? We await vour words of wisdom. 


STATEMENT OF OMAR B. KETCHUM, LEGISLATIVE DIRECTOR, 
VETERANS OF FOREIGN WARS 


Mr. Kercuum. Madam Chairman and members of the committee, 
| want to express my appreciation to the chairman and the committee 
for giving me the opportunity of appearing and presenting the view- 
points of the Veterans of Foreign Wars. 

First, I want to acknowledge, frankly, that [am nota banker. I am 
not a financial genius. And | frankly don’t know whether banks can 
or cannot profitably lend at 4 percent on veterans’ loans. The only 
thing I can tell you is that our organization, which is composed of men 
who have served on foreign soil or in hostile waters, many of them 
combat men, are opposed to increasing the interest rate. We have gone 
on record repeatedly in our national encampments, our conventions as 
vou might call them, opposing any increase in the 4-percent rate. So 
[ am here today to present our views on the question of whether we 
shall increase the interest rate or whether we shall expand the authori- 
zation of the Veterans’ Administration to make additional direct loans. 

Now, it is verv apparent to me and to my organization that 1 of 2 
things must be done. If private money is not available at 4 es 
to make an adequate number of loans, then either the veterans will 
not get loans for their homes, or the direct-loan program must be con- 
tinued and possibly expanded. 

| think there is some confusion about the authorization of the 
Veterans’ Administration to make direct loans. I don’t think there 
is anything in the law that prevents the Veterans’ Administration 
from making a finding that direct loans will be available or can be 
made available in urban areas. I think the law specifically says— 
and this answers the question of competition with private funds— 
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that when the Administrator of Veterans’ Affairs makes a determina- 
tion that private funds are not available, then direct loans can be 
made. And it seems to me the answer to the problem, if we are not 
going to increase the interest rate—and again I want to remind vou 
that we are opposed to increasing the interest rate—is to grant suffi- 
cient funds to the Administrator of Veterans’ Affairs and urge the 
Veterans’ Administration to be just a little more liberal in the deter- 
mination of critical areas where funds are not available. It seems to 
me the problem is about that simple. 

I understand there are some areas where private loans can be 
obtained at 4 percent, and other areas where veterans tell us that it 
is almost impossible. I think the Veterans’ Administration has ample 
authority to determine whether private money is not available at 4 
percent, and to determine that to be a critical area deserving of the 
direct-loan program. 

So | cannot see, if we are not voing to increase the interest rate, 
how we can avoid continuing the authorization for direct loans, and, 
if necessary and essential, increasing the amount of money available 
for direct loans, and urging the Veterans’ Administration to be just a 
little more liberal in their findings on where direct loans are not 
available 

Mr. Apair. Would the gentleman vield at that point? Do you 
have a figure in mind that you think should be made available for 
this purpose? 

Mr. Kercuum. Well, frankly, I do not think anybody can come 
up with a definite, specific figure and say, ‘“This is how we arrived at 
it, and this is why it is necessary.”’ I think a half billion dollars, 
or $400 million, or $300 million, additional is purely a guess, based on 
whether the so-called threat of expanding the direct-loans program is 
going to force the private lenders to loosen up W ith 4 percent money 

It may be that the larger the amount that is authorized for the VA 
to deal with, the greater the threat may be, and the more readily the 
private money may become available. 

But I do not know whether Mr. King mentioned any specific 
amount that would be necessary. I think Mr. Rains practically 
admitted here on the stand that his half billion dollar increase was 
purely a figure that he fished more or less out of thin air, to give 
additional authori‘ation to the Administrator of Veterans’ Affairs. 
At least, I never heard him sav how he arrived at that half billion 
dollars. And I am not going to sit here and try to tell this committee 
that I can support with factual information a figure of a half a billion 
dollars additional, or $600 million. But it seems to me that if the 
interest rate is going to be held at 4 percent, and the Administrator 
of Veterans’ Affairs is going to use his discretionary authority, which 
he has at the present time, for alleviating the distress, he is going to 
have to have more money than he has got at the present time. And 
[ think there is some error on this $150 million. I think the fund is 
actually larger than that. As I recall it, the initial revolving fund 
or authorization was $150 million, and there has since been $125 
million added, which now makes a total of $275 million. 

Mr. Apair. That is correct. 

Mr. Kercnum. And if this additional half billion dollars is added, 
it would ‘bring it up, as I recall it, to $775 million authorization, 
rather than $650 million authorization. 
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Mr. Aparr. | think you are entirely correct. 

Well, do you agree with the general concept of a revolving fund in 
this connection? 

Mr. Kercuum. I did not get that. 

Would you repeat, ple ase? 

Mr. Apatr. Do you agree with the general concept that this fund 
should be of the nature of a revolving fund, 80 that, as repayments 
are made, they could be in turn loaned again? 

Mr. Kercuum. Yes, I am inclined to agree with that type of 
procedure, a revolving fund. It seems to me, in a case of that kind, 
that a larger job can be done with a smaller initial amount of money 
than could be done with if it was purely direct appropriations in 
each instance, and then paid back some place else, continuing to 
make direct appropriations into the fund. 

Mr. Aparr. I am glad you have clarified for the record the fact 
that we do now have more than $150 million. 

Mr. Kercuum. Yes, approximately $275 million. But I still believe, 
though, without being able to give you factual evidence, that even 
the amount of money that is available tod: ay is not going to be enough 
if the so-called hold-out on the 4 percent private money continues, 
and the Administrator of Veterans’ Affairs exercises his present 
discretionary authority in determining where private funds are not 
available. And I think Mr. Ayres and I can agree on this. I believe 
there was the impression awhile ago that direct loans could not be 
made in urban areas. 

Mr. Ayres. You are right. 

Mr. Kercuum. That is purely an administrative determination. 

Mr. Ayres. That is true. But their position has been to deter- 
mine what is available depending on the type of lending institution 
in that area. 

Mr. Kercuum. That is correct. But I do not care whether it is in 
New York, Philadelphia, or Chicago. No matter how many banks 
you have and what their total assets may be, if none of that money 
is available for 4 percent loans, then it seems to me the Administrator 
of Veterans’ Affairs has discretionary authority to declare that to be 
a direct-loan area. 

Mr. Aparr. Well, the difference, Mr. Ketchum, which I am quite 
certain you are familiar with, which has not been brought up here 
before: Only about 2 percent of the money that has gone into direct 
loans has been used for new construction, whereas almost 80 percent 
of the homes purchased under the GI loans were new houses. And 
anyone who is familiar with construction knows that there is a vast 
difference between trying to negotiate for a construction loan, and 
get the house up, and then get it sold; and the reason for that, as Mr. 
King testified, was that because money was not available in advance, 
and oftentimes it was not known it was going to be available, naturally 
the builder was not going to go out and invest his money in the 
project. So you would be getting into a complete changeover as to 
what the direct loan has done in the past or what it has been used for. 

Now, do you have any figures, or have there been any surveys made 
to your knowledge, as to the number of veterans who would like to 
have a home? 

Mr. Kercuum. No. LIamsorry. I could not give you any definite 
information on that. 





Owes. 
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Mr. Ayres. Now, just based on individual polls that I have taken, 
and spot checks that I have taken, throughout different localities, I 
would estimate at the present time, if the homes were available, there 
are close to 500,000 veterans who would like to own a home. 

Mr. Kercuum. I am not going to quarrel with that figure at all. 
It might be that many or more. 

Mr. Ayres. All right. If that be true, and assuming that the 
average veteran would be thankful and glad to have a $10,000 home 
it may not be worth it today, but at least that is what he would have 
to pay to get it 

Mr. Kercuum. That is right. 

Mr. Ayres. That means you would need billions to have enough 
to give every deserving veteran a house. So even if you went into 
a direct loan program, Mr. Rains’ figure to take care of the direct 
housing problem would be only a drop in the bucket. 

Mr. Kercuum. You know, I heard some mention made of Florida 
awhile ago, Key West. Of course, I don’t know anything about Key 
West. But one of the members of our national housing committee, 
who happened to be a builder himself, and who believed that the 
interest rates should be increased, notwithstanding the position of 
the organization, decided to make a tour on a speaking engagement 
trying to convince the veterans that unless we were willing to go 
along on an increase in the interest rates, the whole program would 
dry up. So he set out on a one-man mission to try to change the 
attitude or the opinion of the organization, to get them willing to 
accept an increase in the interest rate. And the most surprising 
thing that happened to him was that he started off his campaign 
down at Miami, Fla., the one place where 4-percent money, accord- 
ing to his own statement, was available in greater quantities than it 
has been any place else that he has been, and he says that the 4- 
percent money available in the Miami area for GI loans all is coming 
from New York. Yet in New York the money does not seem to be 
so plentiful for the veterans. New York money, however, seems to 
be plentiful in Miami. 

Of course, not being a financier and understanding these transfers 
of funds or the manner in which loans are made, I couldn’t answer 
that question. 

Mr. Marruews. I might add that that has always been the problem 
of the South. Our money has had to come from New York. 

Mr. Maruurarp. One thing that has occurred to me: I was.a banker 
once, a long time ago. We are talking here about 4 and 4% percent. 
Have any of your inquiries, Mr. Ayres, indicated that at 4) percent, 
the situation would be appreciably changed? Do you think there are 
very many banks that will not make GI loans now, that will make 
them at 4% percent? I raise that question for this reason: that I 
know, from having been in that end of the banking business for a 
short time, that the cost of servicing these GI loans is tremendous. 
I mean, they are required by various regulations not only to go through 
an expensive initial process to make the loan, but they have got to 
keep track of the tax payments, which have to be made part of the 
monthly payment, and they have to keep track of the insurance costs, 
and soon. The bookkeeping is colossal. And I very seriously ques- 
tion whether a half a percent would make enough difference to solve 











424 CONTINUATION OF DIRECT HOUSING LOANS 


the problem at all. I mean, I think we are talking about an under- 
lying principle here; not figures. 

Mr. Ayres. The only way I can answer your question is just with 
the little bit of announcement that has been made since this com- 
mittee was set up. 

We have had over 60 affidavits filed from people familiar with 
lending institutions, and some from the lending institution direct; and, 
if you will bear with me for a couple of minutes, I sorted through all of 
the mail that came in and tried to find a concrete example of what 
more or less was typical of the point of view of the small building and 
loan association that had been in the field but was now getting out. 

If you will bear with me, Mr. Ketchum, | will read this for you: 

THE GREAT NORTHERN Burtpinc & Loan Co, 
Barberton, Ohio, February. 10, 19538. 


Mr. Wituram H. Ayres 
llouse j Repre sentatives Washington, it. 


Dear Mr. Ayres: It is my understanding that vou are intcrested in finding 
out whether funds would be available for GI loans if the interest rate is raised to 
+ percent and we would like to give our opinion, 


Since our company is the only savings and loan company in Barberton, Ohio, 
we have made an honest effort to serve veterans in our community ever since 
1947, because we then felt, and still feel, that we owe them an obligation to help 
them become homeowners. Our company has made more GI loans, percentage- 
wise, than any financial instrumentality in Summit County 

During that time we had made over 1,000 GI loans and still have on our books 
approximating $4 million. We have had difficulty with only three loans, so our 
experience has been very good, 

Rising costs of operations, of which you are certainly well aware, plus rising 
nterest rates, generally including the 3 percent rate on series E bonds, 2% percent, 
3 percent, and 3'4 percent interest rates being paid by savings and loan companies 
in a number of communities, have made it extremely difficult for savings and loan 
companies to secure funds at a rate which would make GI loans interesting at the 
t percent rate. 

lo serve the public and operate profitably, companies of our type must have 


a spread of from 2 percent to 24 percent. Summit County companies are paying 
2 percent to 2'4 percent for savings, while competing insured companies in Wayne 


and Cuyahoga counties are already paying 2 percent, 2% percent, and 3 percent, 
which, of course, makes GI loans impossible for them and prohibitive for us. 

Our company cannot and will not risk our future earnings for the next 20 vears 
by inereasing our percentage of GI loans at the 4 percent rate. We formerly 
had 52 percent of our portfolio invested in GI loans, and we still have a total of 
16 percent at the present time We are making GI loans at the 4 percent rate 
to replace those paid off, but we will probably have to discontinue very soon. 

Our company has cash and bonds approximating $244 million, and we are willing 
and anxious to loan an additional $14 million in GI loans this year at a 4% percent 
rate 

One half of 1 percent increase will permit us to make a satisfactory profit, will 
do a job for the veterans, at the increased cost to him of $4.16 per month on a 
$10,000 loan, which figures out less than 14 cents per day. 

This difference of 14 cents per day actually is the only barrier which is presently 
preventing several million deserving GI’s from a home. 

In my opinion, building and loan companies cannot and will not do a job for 
the GI at the 4 percent rate in the face of increasing interest rates, but the 4%4- 
percent rate will do the job and will make ample funds available. 

We sineerely hope you will use your influence with the Veterans’ Administra- 
tion to see that they use the authority which Congress has already given them to 
lo a job for the veteran bv increasing the rate to 416 percent. 


Sincerely vours, 


THe GREAT NORTHERN BurtupInac & LOAN Co. 
Ek. D. Heprert, Secretary-Treasurer. 
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And that is typical. 

Mr. Mariurarp. Do you think that is characteristic? 

Mr. Ayres. That is typical. 

Mr. Maruurarp. | would be rather doubtful. It may be as to a 
company of that size, and so on; but, when you are talking about big 
money, I think it would not be true in very many parts of the country 
I am sure it would not be true of the west coast. 

Mr. Ketcuum. I know you didn’t ask me that question. You asked 
it of Mr. Ayres. But we have given some thought to that; and, while 
we have made no specific survey of lending institutions, just casual 
conversation of some of our people around over the country leads us to 
believe that, if the interest rate were increased to $14 percent, it would 
merely be a sop and that before long the demand would be to go up to 
5 percent; in other words, that it wouldn’t correct the situation to 
bring it up to 44 percent. It would be the initial step toward asking 
for a further increase up to 5 percent. And that is what discourages 
us so much on being willing to go along on that first 4% percent. We 
are afraid that is merely the steppingstone for the 5 percent demand. 

Mr. Ayres. I think, if they did take that position, the Congress 
would be a lot more willing to increase the direct loan quickly. 

Mr. Kerenum. Of course, I think we all understand that under 
existing law the Administrator of Veterans’ Affairs, with the Secretary 
of the Treasury, does have the authority, if, in their judgment, they 
believe that the rate should be increased, to go up to 4% percent 
without congressional action. But the Administrator, so far as I 
know, each time a survey has been made—and I assume that he has 
worked with the Secretary of the Treasury—has determined that an 
increase in the interest rate is not warranted and necessary. Now, 
what that finding is based on, I am not sure, but the fact is that I-am 
sure that surveys have been made by the Administrator of Veterans’ 
Affairs with the Treasury Department to determine whether they 
should exercise their discretionary authority to increase that interest 
rate to 444 percent. And each time the finding lias been negative. 

The CHAtrRMAN. General Gray is very emphatic about it also, I 
understand. 

Mr. Kercuum. That is right. 

Mr. Fre_incHuysen. Madam Chairman. 

The CyHarrMan. The gentleman from New Jersey, Mr. Freling- 
huysen. 

Mr. Fre_incuuysen. I wonder if I could ask Mr. Ketchum 
whether he approves of this discretion in the Veterans’ Adminis- 
tration. 

Mr. Kercuum. Of course, there is nothing that could be done about 
it now unless the Congress should amend it and take that discretionary 
authority away. I certainly would not want them to have any 
additional discretionary authority. 

Mr. FreLINGHUYSEN. It is the same question Mr. Teague asked of 
Mr. Rains, and that is whether a determination of policy on the part 
of the Congress might be more helpful in loosening up this money. 

Mr. Kercuum. Well, I think so. Of course, I am fully in accord 
with the discretionary authority granted to the Administrator of 
Veterans’ Affairs in making findings and determinations about critical 
areas for direct loans. I think someone must have that authority. 
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And, of course, naturally, it should be the administrative branch of 
the Government. But when it comes to actually increasing the in- 
terest rate, which is very fundamental, it seems to me it would be 
better if that authority was continued in the hands of the Congress 
rather than making it an administrative determination. 

It is my understanding, however, that there have been increases in 
interest rates on Government loans. I think the FHA rate, partic- 
ularly on the low-cost houses, has recently been increased. Now, I 
do not recall whether it was congressional action, whether it was due 
to the Federal Reserve Board, or the Federal Housing Administration 
itself, but there has been an increase, and the rates are now up to 5 
percent. 

Of course, one point was made here a few moments ago, in fairness 
to the bankers, when a remark was made that the banks were loading 
up on Government bonds which yielded less than the 4-percent GI 
loans. Of course, I think the banks can answer that by saying they 
are not tied up in long-range programs with their money. It is more 
liquid. Of course, with the Government bonds, it is not a 25-year 
proposition that they have their money tied up - That is probably 
one of the reasons why they would rather take it at 3 percent or 2 
percent plus, rather than the 3.20 that Mr. Rains al 

I am not trying to knock any of his arguments down, but I do think 
there are two sides of the story. Iam not one to sit here and tell you 
that I know that the banxers are all greedy and are gluttons and are 
simply trying to shake down the poor downtrodden GI. There must 
be a side to their story. I have talked to several bankers on this, and 
some of them are like your letter, there. They put up a very con- 
vineing and appealing argument on just why they can’t cut the 
mustard any more on this percentage. But the fact remains, as you 
know, that we are a special interest group. We admit that frankly. 
My particular work is to work for the best interests of veterans, and 
their dependents 

The CuarrMan. And you should. 

Mr. Kercuum. And over the years, as to this question of an 
increase in interest rates, I have been interested in the discussions in 
the committees, the convention committees, that have handled this 
particular problem, and some of our members have put up some very 
strong arguments for an increase in the interest rate and have pointed 
out that unless it is increased the program is going to dry up. But 
they happen to be very much in the minority. And when the report 
comes out of the committee and goes on the convention floor, even if 
it is a modified report, when the delegates get through with it, it is 
4 percent, and no increase. 

Mr. Fre.incuvysen. Do I still have the floor, Madam Chairman, 
or have I lost it? 

The CuarrmMan. You had it; I think you still have it. 

Mr. Fre.incuuysen. I would like to ask Mr. Ketchum a question. 

As a representative of the special interest groups, I should think 
you might easily take the point of view that perhaps a 3-percent in- 
terest rate would be desirable as a policy decision on our part. And 
perhaps that would change the whole program and necessitate a 
complete direct loaning program by the Government. In other 
words, I am not saying necessarily that an increase is desirable or 
that a decrease is desirable, but presumably you think that the low 
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rate is beneficial. But it just might be that an increase need not be 
too damaging to the veteran. Or a decrease down to 3 percent might 
not be beneficial. 

Mr. Ketrcuum. Well, of course, fortunately reason prevails in our 
demands. Sometimes we may seem unreasonable, but somewhere 
along the line reason and intelligence finally prevail in the concerted 
action of the organization. 

Now, undoubtedly we have some members who would like to see 
the interest rate placed at 2 percent, no matter whether anybody got 
any loan or not. But, after all, reason prevails, and at the time this 
was created it seemed that 4 percent was the reasonable figure to 
establish. 

But there is suspicion, and such has been voiced by Mr. Rains here 
this morning, that all the bankers want is just to get more money, 
just to make more money on their money. Of course, I am not voicing 
that suspicion here this morning. I really don’t know. I have my 
own ideas. But, nevertheless, we believe that the 4 percent is ample 
at the present time. 

This may be an admission. I do know that many veterans that 
can’t get the 4-percent loans have been paying 5 and up to 6 percent 
because they can’t get 4-percent money, and either they do without 
a home or they are forced to adopt some other plan or program, which 
ultimately makes them pay more than the 4% percent. They pay 5 
to 5, and we even have cases where they pay 6 percent. 

Mr. Fre._inecHuysen. Mr. Ketchum, is that not the problem, 
whether we are talking about a realistic interest rate or whether we 
are talking about a policy question, regardless of the changing condi- 
tions? In other words, you said at the time a 4 percent interest 
rate was a reasonable rate to have set. It is possible that a reasonable 
rate might be higher, or conceivably, under other circumstances, 
might be lower. 

| would like to ask you: In your own view, you did mention the 
so-called holdout of private money at the present rate. I wonder 
what your views are on the reasons for this holdout, whether you 
think they are justified or not. You have already indicated that you 
do not agree wholeheartedly with Mr. Rains’ point of view, but what 
would you say was the present picture? 

Mr. Kercuum. I think it is a combination of two things. I 
frankly admit they are not making as much money off of this loan 
as they formerly did. Undoubtedly, costs have gone up. Un- 
doubtedly they are not realizing as much return on the 4-percent 
money as they did a few years ago. I think, honestly, anybody 
in that position naturally wants to get what he considers to be a 
reasonable return on his investment. I think that is one factor, that 
probably there is some weight on their side, that they are not making 
as much of a return on the 4-percent money as they did. 

Mr. Secrest. Is it not true, though, that deposits have gone up 
steadily in those same banks? 

Mr. Kercuum. That is true. But I also recognize, and that was 
very well pointed out here, that as long as there are fields where they 
can get a larger return, naturally that is where they want to go with 
their money. In other words, if they can get 4 percent, 44% percent, 
or 5 percent, it is not so much the question of whether they can make 
money on the 4 percent. They can make much more money over 
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here on the other type of loans. So I think there is the combination 
of two factors, the natural economic inclination to get as big a return 
as you can on your investment, and, secondly, the fact that perhaps 
they are not realizing quite as much on the 4-percent return as they 
maybe did before costs had gone up. 

Mr. Evins. Would you vield for an observation in-connection with 
this? 

I think the roint he made was well taken, and there might be 
added to that the fact that the small-town banker does not want to 
engage in long-time loans, and he does net like the Government 
redtape involved. And that is the reason. It is not the greedy atmos- 
phere, as it may have been expressed. But they do not like the Gov- 
ernment redtape. They do not like to deal with this type of loan. 
And they do not like to engage in long-term operations. I think those 
observations should be added to the ones Mr. Ketchum has made. 

Mr. Kercuum. I wish one thing, Mr. Evins. I wish there were 
some way that the true facts could be brought out as to whether there 
is a large supplv of investment capital available in this country on 
long-term negotiations. I sit in a conference about three times a year 
where some of the top financial and industrial leaders of the country 
are present. And almost invariably, all of those financial experts talk 
about the lack of available risk or investment capital on a long-term 
basis, and the fact that it has been drying up. 

Now, undoubtedly, there is certainly more money in existence today, 
and the banks and savings and loan associations have large sums of 
money available. But whether that money is available for so-called 
risk or investment capital—bankers say they just do not have the 
money available for these loans at 4 percent. They cannot make 
any money on them; they are not desirable. 

| was interested in that one sentence in the letter you read there. 
He did not say that the loans were not profitable. He said they were 
not interesting. And it seems to me there is a difference between a 
loan being interesting and being profitable. 

The CuarrMan. | think the gentleman over here will die of frustra- 
tion unless he can come into the discussion at this point. 

Mr. Saytor. I have been in this, Mr. Ketchum, from a very per- 
sonal angle, and there is a situation that exists in the western part of 
Pennsylvania which I believe is probably typical of the situation that 
exists in other sections of the country. And first let us get squared 
away that risk capital is not involved in veterans’ loans. ‘That is not 
risk capital. That is the first thing that we want to understand. 
Bankers are looking for loans. But bankers in the small communities 
and the towns which are handling a large majority of these loans are 
dealing on a very personal basis with people that live in their com- 
munity. Many of these GI’s do not come in to make a loan until they 
have received notice shat the house in which they are living has been 
sold and they are going to have to find someplace else to go. So they 
go down to the local lending institution and find that they are avail- 
able. The bank tries, and fills out all of the papers and sends them 
to the Veterans’ Administration. 

And then, frantically, they sit back and wait, 2, 4, 6, 8, 10 weeks. 
There are telephone calls, day after day, to the various agencies of 
the Veterans’ Administration. And you might as well save your 
money. Now, I know it, I have done it. And you get the finest 
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brushoff that you ever saw in your life. You are told that it. takes 
a long time to process these loans. 

Now, there is a deliberate attempt, in my opinion, from my own 
actual experience, on behalf of a group in the Veterans’ Administra- 
tion, to not interest local banks in taking these loans. 

I am sorry to have to make that statement, but from my own 
belief and that of other institutions with which I have dealt and 
talked, men who were interested in making these loans and helping 
out people that live in their communities, I can tell you that they feel 
that the Veterans’ Administration, maybe not at the top policy level 
but on the level wherein the loans are processed, is deliberately out 
to prevent them. 

What happens? Here is a GI who is being dispossessed. And 
after 4 months, when he gets no word from the Veterans’ Administra- 
tion, he comes in to the institution and says, ‘‘Can you get me another 
loan?” And I have placed many of those loans at a higher rate of 
interest which could have been placed otherwise if the local offices of 
the Veterans’ Administration would have shown any interest to 
expedite them. 

Mr. Ayres. Will the gentleman vield? 

Are you referring to any particular VA office? 

Mr. Sayior. | am referring to the Pittsburgh office in particular. 

Mr. Kercuum. | assume, then, you are injecting another angle as 
to creating the problem; that inefficiency or dragging their feet on 
the part of the Veterans’ Administration thwarts many a prospective 
lender? 

Mr. Sartor. That is right. And these veterans come in, and they 
say, “I am being moved out. They are going to set me on the street 
And I can get this house, but I have got to be able to make the down 
payment. I have got to be able to close this loan.’”’ And in despera- 
tion, the veteran has had to turn to institutions. 

Now, I sincerely believe that it is true that while the costs of the 
banks have gone up, and they are interested in making money, they 
are still interested in having a diversified portfolio. And the experi- 
ences of practically every institution of which I know in western 
Pennsylvania with the veterans’ loans has been good. They like 
them. They would like to continue to have a reasonable portion of 
their portfolio investments in GI loans. 

Mr. Kercuum. At 4 percent? 

Mr. Saytor. At 4 percent. 

I have 1 institution I can think of right now that has 40 loan 
applications. Some of them have been on hand for over 4 months 
And they would be willing to take them all at 4 percent, delighted to 
have them at 4 percent. But veterans are coming in saying, “We 
just cannot wait any longer.”’ 

Mr. Evins. Will the gentleman yield? He has supported my 
contention regarding the redtape difficulty. 

Based on your experience in this field, would you offer the com- 
mittee any suggestions as to how we could eliminate that situation or 
improve it? I would like to hear you further on the matter, myself. 

Mr. Sartor. I believe that the committee should investigate as to 
why, when the peak is off of the veterans’ load, it now takes a great 
deal longer to process a loan than it did in prior days? 
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Mr. Kercuum. May I offer a suggestion there, Mr. Evins, as to 
your answer? I think the Congress has just approved an authority 
for your committee to send a subcommittee out to the field. I do not 
know how much they have allowed for that purpose, but it seems that 
here is an opportunity for the committee heading up the loan program 
to get into exactly the very thing Mr. Saylor is talking about. 

Mr. Ayres. Mr. Ketchum, there will be a letter this afternoon 
sent to the head of the VA office in Pittsburgh requesting information 
from him as to how many pending applications there are. And I also, 
Mr. Saylor, would like for you to mention the name of this institution. 

Mr. Saytor. The institution I am interested in, in particular, and 
the one I know so much about, is the Johnstown Savings Bank. 

Mr. Ayres. Are you a director of that bank? 

Mr. Saytor. Lam not. Ido happen to be the solicitor for it, but 
I am not a director. 

But I do know that they have several millions of dollars in GI loans. 
And their experience has been excellent. They would like to continue 
to make them. 

Mr. Kercuum. Well, I think I could say to the committee that we, 
from time to time, have had complaints and statements from banks 
and lending institutions that they do not want to be bothered with all 
the rigamarole and the redtape and delay in making GI loans. They 
would rather not bother with it than go through with all that. I 
don’t know how widespread that is, whether the condition he points 
out in Pennsylvania is in any way general throughout the United 
States. We certainly hope it is not, in the Veterans’ Administration. 
If it is, we hope it is corrected. Because we have got enough of a 
burden to carry without having the administrative end of it continue 
to thwart the loans also. 

The CHarrMan. | would like to tell the gentleman that I think 
he has been very helpful in securing permission from the Rules Com- 
mittee for the inspectors to go out with this committee. 

Mr. Kercuum. We hope you make very good use of that authority. 
Because every time we struggle with the Appropriations Committees 
of the Congress, we are in the middle. The committee tells us that 
they are giving them enough money to do the job properly, and we 
hear over here that they are not getting enough money. We do not 
know what the facts are, and we hope, when this is all over with, 
there will be some light revealed. 

Mr. Ayres. We will do our best to get the facts, Mr. Ketchum, 
and bring them back to the full committee, to make their decision. 

Mr. Kercuum. | am sorry I have taken up so much time. I am 
ready to yield. 

The Cuairnman. The gentleman knows that in the 80th Congress, 
the subcommittee inspecting VA did a very fine piece of work. 

Mr. Kercuum. If there is any way we can help any of your sub- 
committees in their field investigations, we shall be glad to. We 
don’t claim that we have unlimited resources, but there might be 
some way we could be of assistance through our people out in the 
field, who might furnish certain information and cooperation to your 
subcommittees. 

If there are no further questions, Madam Chairman, I will yield, 
here, to some other witness. 

The CuarrmMan. Thank you very much, Mr. Ketchum. 
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Mr. Kercuum. Thank you for your courtesy in hearing me. 

Mr. EpMonpson. Madam Chairman, there is one observation that 
I think should be made on this matter of consideration of increase of 
the interest rate from 4 to 4% percent. There is more involved in the 
picture, and I am sure everyone on the committee is aware of it, than 
simply a matter of increase in interest rates on the veterans’ loans 
Because it seems to me, and it is along the line of the holding-the-dike 
argument thet has already been presented, that if a precedent is set 
here in the raising of that interest rate on the veterans’ loans, we 
provide another opening wedge and another additional argument for 
further increases in the rates on our Government bonds. And that 
represents a cost to our Government, and a continuing cost, which 
would mount into the billions through the years. 

I do not think that there is anything at all reprehensible, myself, in 
banks purchasing these bonds. I think they are doing a national 
service by purchasing them and by helping our country to acquire the 
funds that it needs to have to meet our great defense program re- 
quirements. And if the effect of this were to make veterans’ loans a 
great deal more attractive at the cost of our sale of Government bonds 
to carry on our defense program, I think that woul | be an undesirable 
effect to accomplish by an increase in the rate of your veterans’ loans. 

1 merely offer that as an observation on the question, and not as a 
firm conclusion on my part. 

The CuarrMan. I know I am very glad to have that observation. 

Mr. Foster of the DAV, will you testify? 


STATEMENT OF CHARLES E. FOSTER, ASSISTANT LEGISLATIVE 
REPRESENTATIVE, DISABLED AMERICAN VETERANS 


Mr. Foster. Thank you, Madam Chairman and members of the 
committee. My name is Charles E. Foster. 1 am the assistant 
legislative representative for the Disabled American Veterans. 

Madam Chairman, I believe that a fundamental policy question is 
involved in this whole subject that has been so ably discussed here 
this morning. I think that the members of this committee and the 
Members of Congress are going to have to decide whether they are 
going to permit the interest rate to be increased upward from 4 percent, 
or whether they are going to pump enough money into the direct-loan 
program so that it will offset any tendency to warrant an increase. 

I would just like to briefly mention that I think we should keep this 
in mind: that this is fundamentally a veterans’ program. It is a 
program for veterans, this whole Gl-guaranteed Joan program of the 
Veterans’ Administration. It was conceived and enacted by Con- 
gress to help veterans become homeowners. The extent to which it 
has been successful, I think, can best be shown by the number of 
houses that have been built in this country since V-J Day. It runs 
upward from 7,500,000 homes that have been built in this country 
since V- J Day. According to the testimony of Mr. King of the 
Veterans’ Administration, the »y have made approximately 214 million 
GI loans, including loans under the direct loan program. 

So I think you can see that this loan program, the direct loan pro- 
gram and the straight lending program of the Veterans’ Administra- 
tion, has had a tremendous impact on the building industry in this 
country, and not only the building industry but the lending profession, 
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if we can call it that, and I think we can. It has had a tremendous 
impact. 

As Mr. Saylor so ably pointed out a few moments ago, the invest- 
ment feature of this program is absolutely a riskless one. There has 
been some testimony here in the past as to the number of defaults on 
Glloans. Itrunslessthan1 percent. But I think we are overlooking 
the fact that even though there have been a few defaults, no single 
investor has lost a single cent by reason of those defaults, because of 
the guaranty offered by the Federal Government under this program. 
I think that is the important thing: that nobody has lost a cent that 
has invested in a 4-percent GI loan. 

So let us go back and just briefly refresh our mind. What is 
interest? Historically, the interest rates are based on the degree of 
risk attendant on making an investment. And, from time immemorial, 
the lenders of this country and of the other countries of the world, 
where there is no risk, are willing to lend money at a lesser rate. And 
here we have a program that is absolutely free of risk, and they are 
getting a 4-percent return on their money. 

Mr. Secrest. Madam Chairman, could I ask a question there? 

Do you think the whole problem would be solved if we gave indi- 
viduals the right to make GI loans? I think 90 percent of the money 
would come out of the bank, and every veteran in the country would 
get a loan at 4 percent, if individuals could make them with the same 
guaranty as banks get. 

Mr. Fosrer. I had never thought of that, Mr. Secrest, but I don’t 
see why it wouldn’t be a factor. 

Mr. Secrest. The Government takes no more risk with an indi- 
vidual than it does if it guarantees a loan by a bank. 

Mr. Foster. Don’t they have that authority under the present law? 

Mr. Secrest. I don’t know. Not that I know of. I have never 
known of an individual making a GI loan. 

Mr. Fosrer. I haven’t, either, but I don’t know of anything in the 
law that would preclude an individual from making such a loan. But 
it would be a question, of course, of attracting enough individual 
investors. I think it is certainly a point well worth consideration by 
the committee. 

Mr. Sartor. The only difficulty, Mr. Secrest, with that, is that 
individuals would be able to do it. But since these are mostly all 
long-term loans, most of the individuals who have enough money to 
make those kinds of loans would not be in a position to carry them 
for the full period. That is the difficulty. 

You see, the banks have built it up on the basis of an insurance 
feature which they have. And as the loan is paid off, your insurance 
feature for that loan is now carried over and becomes an asset or a 
fund against which any future default in that bank can be charged. 
And I agree very heartily with the witness that the risk cuts down. 
The more GI loans you have, the bigger your insurance fund, and the 
less risk you have. And the 1 percent default over the entire area of 
the country is more than covered by the insurance feature, which is 
included in the payments that have been figured at a 4-percent rate 
of interest. 

Mr. Secrest. If practically not a single institution in my area 
makes these loans, I think that is because the cities are small, under 
50,000. Everybody knows everyone. If someone comes in to get a 
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loan, the bank says, ‘“‘You go and get your granddad or someone who 
can back the loan’ up, and we will make the loan.” So they make them 
all at 6 percent, practically every loan. I suppose that is good bank- 
ing business. If you can get 6 percent, why take 4? But it means 
practically no 4-percent money 

Mr. Ayres. Mr. Foster, when you stated that there was a policy 
being considered, do you feel, along that line, that the interest rates 
should be considered as a veterans’ benefit? 

Mr. Foster. Definitely. 

Mr. Ayres. And that the small downpayment part of it is not a 
benefit? That it was more of a right? In other words, he is getting 

1 preference over the nonveteran with the small downpayment; but 
even though the interest rate is lower than accepted practice, you feel 
that should be considered as a benefit to the veteran that he is entitled 
to? 

Mr. Foster. Definitely. I think it is a benefit. And as I tried to 
state, it has not only benefited the veteran but it has benefited the 
entire country. Remember that this money is spent in the local 
communities where the loans are made. So everybody benefits; 
the local bricklayers and carpenters and plumbers and electricians, 
and the bankers and the insurance people, and the community at large, 
by creating more homeowners, which is the foundation of this Nation. 

Mr. Ayres. Based on some of the incidents which have been called 
to our attention, one would perhaps be justified in assuming that the 
program had worked around to where it was for the benefit of those 
who were engaged in the activity of the building of homes, rather 
than the individual veteran. 

Mr. Secrest. I think there is logic in the fact that the veteran gets 
a smaller downpayment, and I think also the cheapest interest rate 
we can get for him, and still get him the loan, he should have. Because 
if that veteran had been home in 1942 or 1943, he could have bought 
for $5,000 what he would have had to pay, when he came back into a 
rush market, ten or fifteen thousand dollars for. So he had to wait 
until the thing was double what it was worth in many cases. 

Mr. Foster. Madam Chairman, I stated a few moments ago that 
upward of 2% million loans had been made. Mr. Patterson just 
advised me the figure should be 3,425,000 loans. So I was off a half 
million on that. 

Mr. Secrest. That would be over 40 percent of all the homes 
built in the country, then, would it not? 

Mr. Foster. Seven and a half million, and three million one hun- 
dred and twenty-five thousand. It would run about 40 percent of 
t, | would say. 

The Cuairman. The gentleman from New Jersey, Mr. Frelinghuy- 
sen. 

Mr. Frevtincuuysen. In connection with your statement at the 
outset, Mr. Foster, about the fundamental policy question involved, 
you described it, as I recall, as a question of increasing the interest 
rate or pumping more money into the direct-loan program. Do you 
think one or the other is inevitable? In other words, do you think 
that money is just not available at the present rate? 

Mr. Foster. No, I don’t believe one or the other is inevitable. | 
think Mr. King stated here that they are making approximately 
30,000 loans a month, which would run up to around 360,000 loans a 
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year. And that is a considerable number of veterans being serviced. 
So I don’t think we can make the flat assertion here that there isn’t 
any 4-percent money available. 

Mr. FreLINGHUYSEN. I understood you to say that the basic policy 
question was an increase. Do you think an increase is inevitable? 
Or something else? What is the basic question? 

Mr. Foster. I personally don’t think so, but I think through the 
press and what we hear on the radio and what some of the people are 
telling Members of Congress, they ¢ are trying to make it appear that 
this program is going to dry up, as Mr. Ketchum so ably stated, 
unless the interest rate is ine euzen 

Mr. FreLinGHuysen. Perhaps we should let you continue to state 
your case before we ask you questions about it. Madam Chairman, 
I would like to insert a letter on this subject. 

The CuHarrMaAn. Without objection, so ordered. 

(The matter referred to is as follows:) 

PLAINFIELD SAviNGs BANK OF PLAINFIELD, N. J., 
March 18, 1953. 
Hon. PETER FRELINGHUYSEN, JT., 
The ¢ apitol, Washinaton, D.C. 

Dear Mr. FRELINGHUYSEN: It was a pleasure to meet vou Tuesday evening 
at the Statler. After the dinner you may recall that several of us, including Mr. 
Maude, from the Howard Savings Institution, spoke with you a few minutes 
regarding veterans’ loans. 

For whatever help it may be to you in formulating your opinion, we would 
like to let you have some of our thoughts in the matter As at March 10, 1953, 
we have mortgages totaling $8,570,000, of which $3,082,000 are veterans’ loans 
being 35.96 percent of our mortgage portfolio. Our veteran mortgages number 
515, being 35.56 percent of a portfolio numbering 1,448. Our deposits are 
$13,394,000. We doubt very much that you will find many institutions that 
have such a high percentage of veterans’ loans in their portfolios. 

We interview personally at the bank every applicant for a mortgage loan. 
While many mortgages are sent to us by lawyers, brokers, etc., we do not leave 


the job of interviewing tothem. We, therefore, have an extremely accurate gage 
of applicants thinking on the subject of their mortgages. 

For nearly a year we have been one of the few institutions in this vicinity 
making veterans’ loans to any extent. Therefore, we have had a tremendous 


number of appli is a and in order to limit the number of those that we could 
handle, we have required a downpayment of one-third of the cost of the property. 
There seems to be ores itly some reason to believe that other lending institutions 
are again making veterans’ loans. As the pressure is withdrawn from us, we will 
again ease our requirements as to the size of the downpayment. 

Some veterans’ organizations in our vicinity have expressed themselves in favor 
of a moderate increase in interest rates if that increase makes the difference 
between a veteran obtaining or being denied a loan. The same thought is 
expressed day after day by most of our veteran applicants. 

I would like to express one thought that may have no merit whatsoever from 
a political viewpoint but may have some merit from a practical operating 
viewpoint. 

We definitely feel that the veterans’ interest rate should be increased. We 
think that veterans’ loans would be available generally at this time if a 90-percent 
loan could command an interest rate of 4% percent and if an 80-percent or smaller 
loan could command an interest rate of 4% percent. 

So far as we are concerned, regardless of rate, it is taken for granted that the 
veteran should be properly able incomewise to take care of his loan. 

We hope this additional viewpoint may be helpful to you. 

Sincerely yours, 









PLAINFIELD Savines BANK, 
A. W. Hurcuinson, President. 


Mr. Secrest. I would like to make one more observation, and I 
will say no more today. I think that if I were a banker sitting in 
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any town out in the United States and knew that the question of 
-percent money was being debated seriously in Congress, I would 


withhold my loans and wait to see what is going to happen. And 
[ think it is important that this committee either vote 414 percent or 
vote to say that we will not change the law. I think th, at will give 


quite a stimulus to loans throughout the whole United States. 

Mr. Foster. I thoroughly agree with Mr. Secrest in that. I think 
that same thing was present when this direct loan program was 
initiated, about 2% or 3 years ago; that at that time 4-percent money 
was becoming very short. And with the stimulus of a direct-loan 
program, it did increase the number of 4-percent loans made. 

I don’t think that the Congress should hold a blackjack over the 
heads of the lending institutions of this Nation, but at the same time 
I think if they would take a positive action by appropriate legislation 
to say, ‘We are going to make loans available at 4 percent to the 
veterans of this country and of the Korean war through direct loans 
if the other program should dry up,” and if that were made clear 
and apparent in no uncertain terms, = money would be avail- 
able in adequate quantity. 

The CuarrMan. You would take away the discretion of the Admin- 
istrator for raising it to 44 percent? 

Mr. Foster. We don’t have any position on that, Mrs. Rogers. 
It might be that under certain circumstances that discretionary 
authority is necessary in the Administrator and the Secretary of the 
Treasury. 

I might say as long as they don’t exercise it by increasing the 
rate, we, of course, would be glad for them to have the discretion. 
But I can’t foresee that it would be. Something might happen. 
Some factor might arise whereby it would be absolutely essential 
that they would have to have that discretion so that they could 
act much more rapidly than Congress could act in a matter of that 
kind. 

Mr. Savior. Mr. Foster, may I ask if the feature of 4% percent is 
being considered, would you have the 4% percent apply not only to 
bank loans but also to direct loans? 

Mr. Fosrer. Well, I think it would be a discrimination if you did 
distinguish between the two. Let us say we had two veterans coming 
out of the Korean war, and one was able to get a 4 percent loan because 
he was in an area where the Government was making direct loans, and 
the fellow living maybe 5 miles away across the county line had to pay 

% percent. There would be a ery of discrimination there. 

Mr. Ayres. The bulk of the mail coming in in the last month, 
Mr. Foster, is that he not only cannot get a loan at 4 percent, but we 
have literally hundreds of complaints from those that cannot get it at 
a 5 percent downpayment. They are more interested in being able to 
buy a $10,000 home for $500 ‘down. Because literally, as I say, 
hundreds of them say, “TI can afford a $48, $50, $52, or $55 a month 
payment, but I don’t have $3,000 to put down. I do have $500 or 
$600.” 

Now, if the lending institutions adhered strictly to the 5 percent 
downpayment, I don’t think the members of you? organization or the 
other organizations would be criticized nearly as much for having hs e 
the increase, if it does come about, raised to 4% percent. But if 
should be—and am not taking any position on it—raised to 4% a 
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cent, and they still can’t get it for a small down payment, the veteran 
isn’t any better off even if the banks are willing to take the loan. If 
they are willing to take it for a 20 or 25 percent downpayment, the 
average GI is not going to get a house. And the big advantage that 
we have found so far in the mail coming in, that the direct loan 
provides, is that he can get it for the smaller downpayment. 

Mr. Fosrmr. I think that is undoubtedly true, Mr. Ayres, that the 
really big advantage is the benefit of the small downpayment. Most 
of these fellows have had to struggle to get $500 together, and cer- 
tainly $3,000 or more is just an impossibility. I mean, they never will 
accumulate that much money. 

The CuarrMaNn. Bearing on this very point, I will insert, if there is 
no objection a table I had prepared. 


Comparison of home-financing costs, 4-percent-interest rate versus 4% percent (loans? 
0-year maturity) 


Total mortgage payments for home 





Purchase price of home ) npayment Interest at 444 percent 
Principal mamas ne Ae 
4 percen Total Increase over 
4-percent rate 
$10,000 None $10, 000 $4, 544 $5, 192 $648 
5 percent, $50 9, 500 4,317 4, 933 616 
10 percent, $1.00 9, 000 4, 090 4, 673 583 
15 percent, $150 &, 500 3, 863 1,414 551 
00K 8, 000 3, 636 4,154 518 
$15.00 15, 000 6,816 7, 788 972 
t, $ 14, 250 6, 47¢ 7, 399 923 
$1 HK 13, 500 6, 135 7,010 875 
$2,250 12, 750 5, 794 6, 620 826 
$3, 12, 000 5, 453 6, 231 778 
$20, 006 20, 000 9, O88 10, 384 1, 296 
rm , $1,000 19, 000 8, 634 9, 865 1, 231 
10 percent, $2.00 18. 000 8. 180 9, 346 1, 166 
15 percent, $3,000 17, 000 7, 725 &, 827 1, 102 
t. $4.000 16, Of 7, 271 8, 308 1, 037 


Mr. Ayres. But in one office that we have had contact with through 
correspondence in the last 6 months, they have not had a GI loan that 
was only taken on a 5-percent downpayment basis. 

At that pomt, I would like to ask Mr. Saylor if the Johnstown 
Savings Bank takes the GI loan for a 5 percent downpayment on the 
appraised value. 

Mr. Saytor. We have taken 5-percent and taken many with no 
down payment. 

Mr. Ayres. I mean these 40 you are speaking of now that have 
been held up by the Pittsburgh office. You would say the percentage 
of those would be with the 5-percent downpayment? 

Mr. Foster. Yes. 

Mr. Epmonpson. I think Mr. Saylor should be commended for his 
counsel that he has been giving that bank to encourage that kind of 
procedure by the bank to promote the ownership of homes by veter- 
ans. 

Mr. Ayres. Mr.¢Saylor has always proved himself to be a fine 
gentleman. 
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Mr. Fosrrer. In further answer to your question, Mr. Ayres, and 
then I will excuse myself: I think we are always going to find a cer- 
tain number of veterans who are unable to get a loan at any rate of 
interest or at any downpayment. I mean, they are just not consid- 
ered by a lending institution as good credit risks. 

Mr. Ayres. They do not qualify. 

Mr. Foster. They just do not qualify. They don’t have the in- 
come to make a monthly payment of any amount. And that factor 
is involved in it. 

Mr. Ayres. But they are in the minority. 

Mr. Foster. Oh, it is a small minoyity. That is true. But I have 
had cases locally where a man comes in and tells me he cannot get a 
4 percent loan, and I know of banks and institutions here in the Dis- 
trict of Columbia that are making them every day. I will send him 
to them, and they will call me up and say, “We could not lend this 
man money under any circumstances.’’ So there is always going to 
be a small amount of that. 

In conclusion, Madam Chairman, I would just like to say that the 
DAV recommends to the committee that in considering this question 
they endeavor to make the 4 percent loans available to veterans 
without any increase, and if it necessitates an extension and an en- 
largement of the direct loan program, we heartily endorse that. 

Mr. Ayres. Mr. Foster, would you add one thing to your closing 
statement? Because we will want to use it. That you would also 
like to have the committee insist that the veteran be permitted to buy 
the house at the 5 percent downpayment, 5 percent of the appraised 
value? 

Mr. Foster. I certainly will. In addition to recommending that 
the interest rate not be increased, we also recommend that the 5 
percent downpayment limitation be adhered to. 

In conclusion, Madam Chairman, I woeld like to insert in the record 
a copy of our resolution on this subject. 

The CHarrMan. Without objection, it is so ordered. 

(The resolution referred to is as follows: ) 


Housina Reso.ution No. 83 


Whereas, under the present law, direct loans by the Veterans’ Administration 
are not available to a veteran in an area where 4-percent money is available 
through commercial lending agencies, and 

Whereas commercial lending agencies invariably refuse to loan to a veteran who 
because of physical disabilities, is uninsurable, and 

Whereas most of our seriously wartime disabled veterans are uninsurable, this 
law in its present form, discriminates against the disabled veteran and has the 
effect of denying him privileges to which veterans who did not suffer wounds in 
service are entitled: Now, therefore, be it 
convention of the Disabled American Veterans, That 


Resolved by the national a 
we do hereby request that steps be taken to liberalize this law so that direct VA 
loans may be made in an area to a disabled veteran who is unable to obtain an 
insured loan through regular lending agencies. 

The CuarrmMan. Thank you for your fine testimony. 

Mr. Fosrrer. Thank you. 

The Cuarrman. We have Mr. Wilson of the AMVETS here. We 
cannot have a meeting tomorrow morning, because we are having a 
subcommittee meeting. 
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STATEMENT OF RUFUS H. WILSON, NATIONAL LEGISLATIVE 
DIRECTOR, AMVETS 


Mr. Witson. Mrs. Rogers, I have a prepared statement. I don’t 
think I would take more than a few minutes of your time. 

The CHarrMAN. You may proceed. 

Mr. Witson. Madam Chairman and members of the committee, 
my name is Rufus H. Wilson, and I am the national legislative director 
of AMVETS. 

The CuarrmMan. And a very able one. 

Mr. Witson. I have a prepared statement that | would like to read 
and then comment very briefly upon it. I believe just about every- 
thing has been covered this morning. 

The CHarrMAN. Please proceed Mr. Wilson. 

Mr. Witson. AMVETS appreciate the opportunity to appear be- 
fore this committee to offer our comments on the pending bills which 
would authorize continuation of the restricted direct lending program 
of the Veterans’ Administration until June 30, 1955, and which 
would authorize additional moneys for this purpose. 

We support the’ general purpose of these bills. We feel that the 
statistics of the VA, which show that 27,000 direct loans have already 
been made, offer ample proof of the continuing need of legislation of 
this nature. These statistics also indicate that the Government in- 
vestment is carefully protected by thorough investigation prior to 
the time a loan is consummated as witnessed by the extremely low 
number of foreclosures thus far. These facts, when coupled with 
the psychological effects of direct loans, argue in favor of extension 
of this act. 

The funds for direct loans are almost exhausted. The pending 
bills, by continuing a quarterly allocation to VA of $25 million, would 
enable continuing lending at ¢he present rate under present standards. 
While additional funds over and above $25 million a quarter would 
be well received by many veterans in many areas of the country, we 
in AMVETS are aware of, and we support whenever possible, con- 
gressional efforts to reduce Federal expenditures. We therefore will 
support the $25 million figure. In taking this action we are hopeful 
that the VA will be able to dispose of many of their mortgages, thus 
bringing more money into the direct-loan revolving fund, thereby 
increasing the number of loans which can be made. 

AMVETS are convinced that the direct lending program of the VA 
has had a significant influence on the GI loan program. While the 
number of actual loans under this provision of law has not been 
tremendous, we feel that the existence of legislative authority to make 
such loans has had a decided impact on lending institutions. We 
believe that the program has in no sense been one that could be con- 
sidered to be in competition with private endeavor. The fact that 
loans under this authority cannot be made in areas where other financ- 
ing is available makes it immediately apparent that the function is one 
of expressing a congressional determination to carry out the intent 
of the GI loan provisions of the Servicemen’s Readjustment Act of 
1944, and the Veterans Assistance Act of 1952. 

Obviously a matter of this nature must take into consideration the 
controversy concerning the 4 percent GI interest rate. The position 
of AMVETS on this question is that we favor the maintenance of the 
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present rate. We do so for several reasons. Primarily we believe 
that an increase in rates would penalize that substantial number of 
veterans who today are able to obtain 4-percent money. In addition 
we feel that defense production will soon taper off to at least some 
extent, thus making more money available for secure mortgage invest 
ment. In this regard we fail to see how wise investors could possibly 
continually ignore the gilt-edged security of GI loans with their 
tremendously low default rate. Finally, we cannot but feel that the 
expectation of higher profits has definitely resulted in a slowdown of 
4-percent loans. While we do not condemn such efforts to obtain 
higher profits, neither do we feel obligated to surrender legitimate 
veterans benefits to assist in attaining “those higher profits. In this 
connection we are on the side of veterans inasmuch as we believe the 
GI loan program is a veterans’ program and not a lenders’ program 
Free enterprise works both ways, and with all things being equal, 
requires a man to save and to be frugal, just as it requires soaaiet 
man to make profits for his Sow or for his investment. This observa- 
tion as to GI loans becomes significant when the low default rate on 
GI loans is considered in conjunction with a Government guaranty 
of a substantial amount of such loans following the remote possibility 
of default. We feel the evidence weighs heavily in favor of the 
4-percent rate. 

While we have commented on the GI interest rate in connection 
with the pending legislation, we believe that very possibly this issue 
is dwarfed by the overriding truism that capital for mortgage invest- 
ment is limited in rural areas. Inasmuch as a direct lending authority 
of the VA is restricted to many of these areas, we have grave doubts 
that even an increase in interest rates would alleviate the situation. 
For this reason we feel even more strongly in favor of the principles of 
direct loans as now legislatively expressed. 

Believing that the Congress desires participation of all veterans of 
all communities in the liberal provisions of the GI bills of World War 
II and of Korea, AMVETS believe that this program should be ex- 
tended. Bearing in mind that this would not be a continuing proposi- 
tion ending as it does on June 30, 1955, and bearing in mind the re- 
strictive provisions on invasion of free enterprise, and bearing in mind 
the proven need, AMVETS urge the Committee on Veterans’ Affairs 
of the House of Representatives to favorably report a bill incorporating 
the salient provisions of the pending proposals. 

Mrs. Rogers and members of the committee, we generally support 
the provision of the pending legislation to continue the authority of 
the Administrator of Veterans’ Affairs to make direct home loans in 
those areas where private capital is not available. There have been 
several suggestions made that perhaps this program should be ex- 
panded up to a half a billion dollars, three-quarters of a billion dollars, 
and to several other figures. It seems to us that some care has to be 
taken in the amount of money that can be put into this direct-loan 
program, because there are many other aspects of the Veterans’ 
Administration today which are under continual congressional appro- 
priation scrutiny, and it seems to us we have to watch these Federal 
expenditures very closely. We are a little concerned about this 
business of throwing the figure of half a billion around here and there. 
I have heard some very able men say that they couldn’t understand 
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what a half a billion dollars was, and I don’t either, but I also heard 
a man say that it was a “heck” of a lot of money. 

Now, it does seem to us, in view of the fact that the Veterans’ 
Administration is making some 30,000 loans a month or 360,000 loans 
a vear, that obviously there are a number of loans being made through- 
out the country. In consideration of an increase in the interest rate, 
I think some attempt should be made to determine how many more 
additional loans would be made if they did increase the interest rate. 
I have heard no figure and have never heard an estimate. But I 
would hazard a guess that it wouldn’t be more than 10,000, even at 
the far extreme. And I think you have to determine, if you start to 
increase the interest rate, whether or not you can penalize the 30,000 
veterans to help the additional 10,000. Very frankly, in the opinion 
of our organization, the answer is ‘‘ No” from the beginning. 

Unless there are any other questions, I don’t think that I should 
take up any more time of the committee. I know your time is limited. 

The CuarrMan. You want to protect the veterans in every way 
youcan. I think you will agree with me that there is an unfortunate— 
I do not know just what to call it—movement on to curtail the services 
to the veterans. 

Mr. Wiison. I think that is undoubtedly true, Mrs. Rogers. 

The CuarrMan. It comes from the public, too; and they seem to 
forget what the veterans have done for us. I know you find it in 
your work. 

Mr. Wiuson. I certainly do. We have to testify in the morning 
on VA appropriations. 

The CuarrMan. I am going in this afternoon. 

Mr. Wiuson. And you have no figures either, I understand; except 
last vear’s. 

The CuHarrMan. It is rather hard to tell. We do not know what 
the Budget will do. I understood yesterday the Budget has not made 
up its mind what it will do, which I think, of course, is all to the good. 

Mr. Wiison. I just would like to say this: that I think a clear-cut 
congressional action on this 4'4-percent-interest matter would do 
much to loosen up the money for 4-percent loans. 

The Cuatrman. You would have it definitely 4 percent without 
leaving any authority to the Administrator to change to 4%? 

Mr. Wiison. We don’t want him to have that kind of authority. 

The CuarrmMan. Any administrator, I mean. 

Mr. Epmonpson. Do you not think the enactment of H. R. 27 
or one of the other bills accomplis shing the same thing, to give some 
acd litions il money for the veterans’ loan program at a 4\-percent rate, 
would have the decisive effect of ending the question of whether this 
committee favors 4 or 4% percent? 

Mr. Witson. I certainly do, sir, at 4 percent, and I think you could 
write such a statement into a report that would make it fundamentally 
clear to everyone. And, in view of the fact that that would put very 
close to half a billion dollars into that program, it must have a decisive 
effect, inasmuch as it is in a revolving fund. 

The CuarrMan. And, in the cities, the VA should make direct 
loans if the banks will not; is that correct? 

Mr. Witson. That is right. 

The CuarrMan. We will adjourn subject to the call of the Chair, 
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and, without objection, interested organizations may insert statements 
at this point. 


Thank you very much. 


(Whereupon, at 12:15 p. m., a recess was taken to the call of the 
Chair. ) 


STATEMENT OF BERNARD WeEITzER, NATIONAL LEGISLATIVE DIRECTOR OF THE 
JEWIsH WAR VETERANS OF THE UNITED STATES oF AMERICA, Marcu 18, 1953 


It is a greatly appreciated privilege to present to your committee, on behalf 
of the Jewish War Veterans of the United States of America, our views on making 
available adequate funds for direct mortgage loans to veterans at the rate of 4 
percent per annum, in areas where it is not possible for the veteran to secure a 
mortgage loan under the Veterans’ Ac ministration guaranty at the 4-percent rate 

This is in accordance with the resolution passed at our 57th annual conve ntion 
as follows: 

‘‘Whereas our organization is constantly being reminded by individual veterans 
that housing for rental or purchase is still one of the toughest problems that the 
veteran has to solve; and 

“Whereas the veterans’ problems in this respect, though somewhat more acute, 
differ only slightly in degree from the problem of nonveterans: Now, therefore, 
be it 

Resolved, That the Jewish War Veterans of the United States of America, in 
convention assembled in Atlantie City, October 15 to 19, 1952, do urge 

“1. Full support by appropriation and otherwise for the Housing Act of 1949 
without any further cuts in the public-housing program of the act. 

“2. A continuation of rent controls. 

“3. Provision for direct loans by the Veterans’ Administration to veterans who 
cannot secure conventional mortgage financing under the VA guaranty at the 
4-percent per annum interest rate.”’ 

The extension of this privilege to veterans is in line with legislation which the 
Congress has already enacted. It parallels, in some respects, the legislation 
providing for the activities of the ‘Fannie May” for which more than $2 billion 
has been appropriated. This huge amount of $2 billion has been used for the 
benefit of mortgage bankers and similar lenders. Are veterans less entitled to 
similar help from their Government? 

The aid to veterans for homeownership is not only a personal benefit to the 
veteran but it is a great benefit to the Nation as a whole. ergy rship by 
veterans who have served their country in time of war means, for the veteran 
who uses the privilege thus afforded him, a better family life, a greater sense of 
independence and security, and a more useful citizenship. 

There has been much talk about the fact that an increase in the loan rate to 
4% percent per annum would mean an added cost of only $50 a year, on the 


average loan. Spry statisticians have reduced this to $4.16 a month and a daily 
cost less than the price of a package of cigarettes. The veteran, it has been said, 


could readily meet this cost by becoming a nonsmoker. The facts are that the 
average income of veterans and the high cost of living have already compelled 
the veteran to practice strict economy in his budget, especially if he has a family 
of 1, 2, or 3 young children. 

Looked at in another way, a %-percent jump in the interest rate is a 12-percent 
increase in cost. Even in these days, a 12%-percent price increase justifies a long 
gee look, and listen.’’ On a 20-year mortgage used as a basis for figuring the 

$50-per-year added cost of the higher interest rate, the veteran would pay $1,000 
more for his purchase of a home before he owned it free and clear. If 1 million 
more veterans should buy homes at this increased cost, the total additional 
money expended by veterans under the suggested increased interest rate would be 

a billion dollars. 

Much is made of the fact that many veterans cannot obtain any benefit under 
the VA guaranteed mortgage programs because the current 4 percent interest rate 
is too low to command private mortgage money. However, the VA has reported 
that even recently, more than 25,000 homes a month are actually being started 
and financed at the 4 percent rate. It is difficult to determine how many veterans 
are deterred from buying because, as alleged, the rate is too low. It would seem, 
though, that the decrease in the monthly figures, has not been abnormal during 
= past 8 months when there has been a consistent campaign to persuade the VA 

Administrator to increase the interest rate. 
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It is well to bear in mind in considering the interest return on these VA guar- 
anteed mortgages. that the securitv of the investment is guaranteed by the 
Federal Government With this high security feature, the interest return to the 
investor is naturally low for risk has beer cut down to an irreducible minimum. 
Yet as the cost figures for handling these VA mortgage loans show, the net return 
to the investing institutions is 3.2 percent or more, while long-term Federal bonds 
now yield 2.8 percent 

Part of the relative scarcity of private funds for these VA guaranteed mortgages 
is due to the campaign tn increase the interest rate. Shortly after there is a 
positive indication that the authorized rate will not be increased, more funds 
will flow into this specially guaranteed mortgage loan for veterans to use. 

For the reasons given above, we respectfully urge that your committee approve 
additional funds for direct loans to be made by the VA under the same general 
rules as have governed in the past, with the interest rate limited at 4 percent. 
The privileges to veterans voted by the Congress should be made equally available 
to all veterans who can meet the qualifications which have been set in granting 


the privilege 


NATIONAL SAVINGS AND LOAN LEAGUE, 
Washington 6, D. C., March 23, 1958. 
Mr. Karu STANDISH, 
Chief Clerk, Committee on Veterans’ Affairs, 
House of Re presentatives, Wasi ngton 25. D. C 


Dear Mr. Stanpisn: As per your telephone conversation with Mr. Kreutz and 
with me, I am attaching the statement on behalf of the National Savings and Loan 
League as regards the direct loan bills now before your committee. Thank you 
very much for this opportunity to submit this statement, which is filed in the name 
of the chairman of our veterans loans committee, Mr. W. F. Morrison, of Wash- 
ington, D. C 

Sincerely vours, 
Haroup P. BRAMAN, Assistant Manager 


STATEMENT ON BEHALF OF NATIONAL SAVINGS AND LOAN LEAGUE, WASHINGTON 
D. C., Supmirrep By W. F. Morrison, CHAIRMAN OF THE VETERANS LOANS 


¥ 

COMMITTEE OF THE LEAGUI 

We are appreciative of this opportunity to present views from the savings and 
loan field with regard to the proposals in the several bills pending before the 
Committee on Vet rans’ Affairs proposing to extend the direct GI loan program 
beyond June 30, 1953. 

If the interest rate on privately made GI guaranteed loans is raised to a realistic 
figure, there would be no need for the genera! direct loan program for the financing 
of veterans’ homes. The present 4 percent pegged interest rate prevents the 
veteran from being properly served by private enterprise and causes further 
demands upon the Public Treasury for funds with which to make direct GI loans. 
This is unfair to all taxpayers and a realistic interest rate would eliminate this 
unfairness. 

Our source of information collected nationally convinees us that oan interest 
rate of 444 percent would provide more than enough funds to take eare of the home - 
financing needs of veterans in virtually every part of the Nation. This rate 
would be sufficiently attractive to private financial institutions as to cause them 
to return actively to the financing of GI loans. 

The current 4-percent rate on privately made GI loans has brought about a 
widespread discount system which means that the veteran is actually paying 
substantially more than 4 percent. GI loans are being sold at a discount as low 





as 94 in many areas. A realistic rate would make funds freely available. 

The present 4-percent rate on privately made GI loans is out of step with 
today’s economic conditions. Financial institutions are paying a higher price for 
money and their operating costs are higher. It is virtually impossible to make a 
GI loan in most areas except at a loss to the financing institution, taking into 
consideration current cost of money and operating cost In the early years of 
the GI loan program, savings and loan associations invested heavily in veterans’ 
loans and provided the major share of available funds. At that time savings and 


loan associations were paying between 2 and 244 percent for money. Now the 
usual cost of money is 3 percent or more and operating costs are also much higher. 
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The Federal Government itself has taken the lead in raising the interest rate 
level by increasing the rate on short-term Treasury paper and has set a new rate 
on medium-term bonds. There seems to be no justifiable reason why the Govern- 
ment does not recognize a realistic level for all interest rates. 

We recommend that the GI loan interest rate be raised to 4% percent and at 
the same time that the direct loan program be sharply curtailed beginning July 1, 
1953. We recommend that the direct financing be limited to rural areas where 
there are no local institutions making home loans. In such areas we recommend 
that the guaranty on privately financed GI loans be raised so that private funds 
would be attracted from a distance to such areas. A guaranty of 100 percent 
in such areas would undoubtedly eliminate the need of direct lending even in 
such sparsely settled sections. 

It should not be expanded, and it should not be extended as presently set up 
in its present relationship to the uneconomic 4 percent rate. 

We are confident that an increase in the rate to 4% percent will bring about 
the full cooperation of organizations of financial institutions in the various States 
which will see to it that GI loans are made by private financial institutions. 

The increased rate would be attractive to those institutions which customarily 
participate in the secondary market because such buyers of mortgages would 
profitably be able to purchase GI loans instead of high-grade bonds in which a 
large amount of their funds are presently being invested. 





